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CREATION OF SMALL BUSINESS ADMINISTRATION 


THURSDAY, MAY 14, 1953 


Hovust or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 


The committee met at 10 a. m., Hon. Jesse P. Wolcott (chairman) 
presiding. 

Present: Messers. Wolcott, Talle, Kilburn, \leDonough, Widnall, 
Merrill, Oakman, Hiestand, Stringfellow, Spence, Brown, Patman, 
Multer, Addonizio, Dollinger, and O’Hara. 

The CHarrmMan. The committee will come to order. 

We have before us this morning H. R. 5141 and H. R. 4090, intro- 
duced by Congressman Hill of Colorado. 

(The bills are as follows:) 

(H. R. 4090, 83d Cong., Ist sess.] 


A BILL To create the Small Business Administration and to preserve small business institutions and free, 
competitive enterprise 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the ‘Small Business 
Act of 1953.” 

Sree. 2. (2) Believing that a well-balanced economy is a cardinal prerequisite 
to the continued prosperity and security of the United States, and recognizing 
that the essence of the American economic system of private enterprise is free 
competition; that only through full and free competition can free markets, free 
entry into business, and opportunities for the expression and growth of personal 
initiative and individual judgment be assured; that the preservation and expansion 
of such competition is basic not only to the economic well-being but to the security 
of this Nation; and that the encouragement and development of the actual and 
potential of small business is vital to the existence of healthy competition, is 
necessary to the economic stability of all the people, and is indispensable to the 
security of the United States, it is the declared policy of the Congress that the 
establishment of a permanent independent ageney of the Government to aid, 
counsel, assist, and protect the interests of small-business concerns is essential to 
preserve free competitive enterprise, to ensure that a fair proportion of the total 
purchases and contracts for supplies and services for the Government is placed 
with small-business enterprises, and to maintain and strengthen the overall 
economy of small business, of the Nation, and of all its people. In order to earry 
out this poliey there is hereby created an ageney under the name “Small Business 
Administration” (hereinafter referred to as the Administration), whieh Adminis- 
tration shall be under the general direction and supervision of the President and 
shall not be affiliated with or be within any other agency or department of the 
Federal Government. The principal office of the Administration shall be loeated 
in the District of Columbia, but the Administration may establish such branch 
offices in other places in the United States as may be determined by the Admini- 
strator of the Administration. For the purposes of this Aet, a small-business 
concern shall be deemed to be one which is independently owned and operated 
and which is not dominant in its field of operation. The Administration, in 
making a detailed definition, may use these criteria, among others: independency 
of ownership and operation, number of employees, dollar volume of business, and 
nondominance in its field. 

(b) The Administration is authorized to obtain money from the Treasury of 
the United States for use in the performance of the powers and duties granted to 
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or imposed upon it by law, not to exceed a total of $50,000,000 outstanding at 
any one time. For this purpose appropriations not to exceed $50,000,000 are 
hereby authorized to be made to a revolving fund in the Treasury. Advances 
shall be made to the Administration from the revolving fund when requested 
by the Administration. This revolving fund shall be used for the purposes 
enumerated subsequently in section 5 (b) and (¢c). Reimbursements made to 
the Administration under these operations shall revert to the revolving fund for 
use for the same purposes. 

(c) The management of the Administration shall be vested in an Administrator 
who shall be appointed from civilian life by the President, by and with the consent 
of the Senate, and who shall be a person of outstanding qualifications known to 
be familiar and sympathetic with small-business needs and problems. The 
Administrator shall receive compensation at the rate of 817,500 per annum. The 
Administrator shall not engage in any other business, vocation, or employment 
than that of serving as Administrator. The Administrator is authorized to 
appoint three deputy administrators to assist in the execution of the functions 
vested in the Administration. Deputy administrators shall be paid at the rate 
of $15,000 per annum. 

Sree. 3. (a) The Administration shall have power to adopt, alter, and use a seal, 
which shall be judicially noticed. The Administrator is authorized, subject to 
the civil service and classification laws, to select, employ, appoint, and fix the 
compensation of such officers, emplovees, attorneys, and agents as shall be neces- 
sary to carry out the provisions of this Act; to define their authority and duties, 
require bonds of them, and fix the penalties thereof. The Administration, with 
the consent of any board, commission, independent establishment, or executive 
department of the Government, may avail itself of the use of information, services, 
facilities, including any field service thereof, officers, and employees thereof, in 
carrying out the provisions of this Act. 

(b) To such extent as he finds necessary to carry out the provisions of this Act, 
the Administrator is hereby authorized to procure the temporary (not in excess of 
one year) or intermittent service of experts or consultants or organizations thereof, 
including stenographie reporting services, by contract or appointment, and in 
such cases such service shall be without regard to the civil service and classification 
laws, and, except in the case of stenographie reporting services by organizations, 
without regard to section 3709, Revised Statutes, as amended (41 U.S. C. 5). 

Sec. 4. All monevs of the Administration not otherwise employed may be 
deposited with the Treasurer of the United States subjeet to check by authority 
of the Administration or in any Federal Reserve bank. The Federal Reserve 
banks are authorized and directed to act as depositaries, custodians, and fiscal 
agents for the Administration in the general performance of its powers conferred 
by this Act. Any insured banks when designated by the Secretary of the 
Treasury, shall act as custodians, and financial agents for the Administration. 

Sec. 5. The Administration is empowered— 

(a) to recommend to the Reconstruction Finance Corporation loans or 
advances, on such terms and conditions and with such maturity as the 
Reconstruction Finance Corporation may determine on its own diseretion, 
to enable small-business concerns to finance plant construction, conversion, 
or expansion, including the acquisition of land; or to finance the acquisition 
of equipment, facilities, machinery, supplies, or materials; or to finance 
research, development, and experimental work on new or improved products 
or processes; or to supply such concerns with working capital to be used in 
the manufacture of articles, equipment, supplies, or materials for war, defense 
or essential civilian production or as may be necessary to insure a well- 
balanced national economy; such loans or advances may be made or effected 
either directly by the Reconstruction Finance Corporation or in cooperation 
with banks or other lending insticutions through agreements to participate, 
or by the purchase of participations; 

(b) to enter into contracts with the United States Government and any 
department, agency, or officer thereof having procurement powers obligating 
the Administration to furnish articles, equipment, supplies, or materials to 
the Government ; 

(c) to arrange for the performance of such contracts by negotiating or 
otherwise letting subcontracts to small-business concerns or others for the 
manufacture, supplv, or assembly of such articles, equipment, supplies, or 
materials, or parts thereof, or servicing or processing in connection therewith, 
or such management services as may be necessary to enable the Administra- 
tion to perform such contracts; and 
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(d) to provide technical and managerial aids to small-business concerns, 
by advising and counseling on matters in connection with Government pro- 
curement and on policies, principles and practices of good management 
including but not limited to cost accounting, methods of financing, business 
insurance, accident control, wage incentives and methods engineering, by 
cooperating and advising with voluntary business, professional, educational 
and other nonprofit organizations, assoviations, and institutions and with 
other Federal and State agencies, by maintaining a clearinghouse for infor- 
mation concerning the managing, financing and operation of small-business 
enterprises, by disseminating such information, and by such other activities 
as are deemed appropriate by the Administration, 


See. 6. In any ease in which the Administration certifies to any officer of the 
Government having procurement powers that the Administration is competent 
to perform any specific Government procurement contract to be let by any such 
officer, such officer shall be authorized to let such procurement contract to the 
Adiministration upon such terms and conditions as may be agreed upon between 
the Administration and the procurement officer. 

Sec. 7. (a) Whoever makes any statement knowing it to be false, or whoever 
willfully overvalues any security, for the purpose of obtaining for himself or for 
any applicant any loan, or extension thereof by renewal, deferment of action, or 
otherwise, or the acceptance, release, or substitution of security therefor, or for 
the purpose of influencing in any way the action of the Administration, or for 
the purpose of obtaining money, property, or anything of value, under this Act, 
shall be punished by a fine of not more than $5,000 or by imprisonment for not 
more than two years, or both. 

(b) Whoever, being connected in any capacity with the Administration (A) 
embezzles, abstracts, purloins, or willfully misapplies any moneys, funds, seeuri- 
ties, or other things of value, whether belonging to it or pledged or otherwise 
entrusted to it, or (B) with intent to defraud the Administration or any other 
body politic or corporate, or any individual, or to deceive any officer, auditor, 
or examiner of the Administration makes any false entry in any book, report, or 
statement of or to the Administration, or, without being duly authorized, draws 
any order or issues, puts forth, or assigns any note, debenture, bond, or other 
obligation, or draft, bill of exchange, mortgage, judgment, or decree thereof, or 
(C) with intent to defraud participates, shares, receives directly or indirectly any 
money, profit, property, or benefit through any transaction, loan, commission, 
contract, or any other act of the Administration, or (D) gives any unauthorized 
information concerning any future action or plan of the Administration which 
might affeet the value of securities, or, having such knowledge, invests or specu- 
lates, directly or indirectly, in the securities or property of any company or corpo- 
ration receiving loans or other assistance from the Administration shall be punished 
by a fine of not more than 310,000 or by imprisonment for not more than five 
years, or both. 

See. 8. It shall be the duty of the Adiministration and it is hereby empowered, 
whenever it determines such action is necessary 

(a) to make a complete inventory of all productive facilities of small- 
business concerns whieh can be used for war, defense, or essential civilian 
production, or to arrange for such inventory to be made by any other gov- 
ernmental ageney whieh has the facilities. In making any such inventory, 
the appropriate agencies in the several States shall be requested to furnish 
an inventory of the productive facilities of small-business concerns in each 
respective State if such an inventory is available or in prospeet; and 

(b) to coordinate and to ascertain the means by which the productive 
capacity of small-business concerns can be most effectively utilized for war, 
defense or essential civilian production. 

sec. 9. It shall be the duty of the Administration and it is hereby empowered, 
to consult and cooperate with governmental departments and agencies in the 
issuance of all orders or in the formulation of policy or policies in any way affect- 
ing small-business concerns. All such governmental departments or agencies 
are required, before issuing such orders or announcing such poliey or policies, to 
consult and cooperate with the Administration in order that the interests of 
small-business enterprises may be recognized, protected and preserved. 

Sec. 10. The Administration shall have power, and it is hereby directed, 
whenever it determines such action is necessary- 

(a) to consult and cooperate with officers of the Government having pro- 
curement powers, in order to utilize the potential productive capacity of 
plants operated by small-business concerns; 
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(b) to obtain information as to methods and practices which Government 
prime contractors utilize in letting subeontracts and to take action to en- 
courage the letting of subeontracts by prime contractors to small-business 
concerns at prices and on conditions and terms which are fair and equitable; 

(ec) to determine within any industry the concerns, firms, persons, corpora- 
tions, partnerships, cooperatives, or other business enterprises, which are to 
be designated ‘‘small-business concerns’’ for the purpose of effectuating the 
provisions of this Act; 

(d) to certify to Government procurement officers with respect to the com- 
petency, as to capacity and credit, of any small-business concern or group of 
such concerns to perform a specifie Government procurement contract ; 

(e) to obtain from any Federal department, establishment, or agency 
engaged in procurement or in the financing of procurement or production such 
reports concerning the letting of contraets and subcontracts and making of 
loans to business concerns as it may deem pertinent in carrying out its fune- 
tions under this Aet; 

(f) to obtain from suppliers of materials information pertaining to the 
method of filling orders and the bases for allocating their supply, whenever it 
appears that any small business is unable to obtain materials from its normal 
sources for war or defense production or for essential or such other civilian 
production as is necessary to maintain a well-balanced national economy; 

(g) to make studies and recommendations to the appropriate Federal 
agencies to insure a fair and equitable share of materials, supplies, and equip- 
ment to small-business concerns to effectuate war or defense programs, for 
essential civilian purposes, or for any other purpose deemed essential to a 
well-balanced national economy ; 

(h) to consult and cooperate with all Government agencies for the purpose 
of insuring that small-business concerns shall receive fair and reasonable 
treatment from said agencies: and 

(i) to establish such advisory boards and committees wholly representative 
of small business as may be found necessary to achieve the purposes of this 
Act. 

Sec. 11. In any ease in which a small-business concern or group of sueh con- 
cerns has been certified by or under the authority of the Administration to be a 
competent Government contractor with respect to capacity and eredit as to a 
specifie Government procurement contract, the officers of the Government having 
procurement powers are directed to accept such certification as conelusive, and 
are authorized to let sueh Government procurement contract to sueh coneern or 
group of concerns without requiring it to meet any other requirement with respect 
to capacity and credit. 

Sec. 12. To effectuate the purposes of this Aet, small-business concerns within 
the meaning of this Act shall reeeive any award or contract or any part thereof as 
to which it is determined by the Administration and the contracting procurement 
agencies (A) to be in the interest of mobilizing the Nation’s full productive capac- 
itv, (B) to be in the interest of war or national defense programs, or (C) to be in 
the interest of a well-balanced national economy, to make such award or let such 
contract to a small-business concern, 

Sec. 13. Whenever materials or supplies are allocated by law, a fair and 
equitable percentage thereof shall be allocated to small plants unable to obtain 
the necessary materials or supplies from usual sources. Such percentage shall 
be determined by the head of the lawful allocating authority after giving full 
consideration to the claims presented by the Administration and after due con- 
sideration to the needs of new small-business concerns. 

Sec. 14. The Administration shall make a report every six months of operations 
under this Act to the President, the President of the Senate, and the Speaker of 
the House of Representatives. Such report shall include the names of the busi- 
ness concerns to whom contracts are let and for whom financing is arranged by 
the Administration, together with the amounts involved, and such report shall 
include such other information and such comments and recommendations as the 
Administration may deem appropriate. 

See. 15. The Administration is hereby empowered to make studies of the 
effect of price, credit, and other controls imposed under war or defense programs 
and wherever it finds that these controls discriminate against or impose undue 
hardship upon small business, to make recommendations to the appropriate 
Federal ageney for the adjustment of controls to the needs of small business. 

Src. 16. The Reconstruction Finance Corporation is authorized to make loans 
and advances upon the recommendation of the Small Business Administration 
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as provided in seetion 5 (a) of this Aet not to exceed an aggregate of $100,000,000 
outstanding at any one time, on such terms and conditions and with sueh ma- 
turities, consistent and in accordance with the applicable restrictions and limita- 
tions of the Reconstruction Finance Corporation Aet, as amended, as the Reeon- 
struction Finanee Corporation may determine. 

Sec. 17. (a) The President may transfer to the Administration any functions, 
powers, and duties of any department or ageney which relate primarily to small- 
business problems. In connection with any such transfer, the President may 
provide for appropriate transfers of records, property, necessary personnel, and 
unexpended balances of appropriations and other funds available to the depart- 
ment or agency from which the transfer is made. 

(b) The President may also provide for such transfers of reeords, property, 
and personnel from the Small Defense Plants Administration, during the period 
of its liquidation, as he considers appropriate to assist the Small Business Admin- 
istration in carrying out its funetions under this Aet. 

Sec. 18. No loan shall be recommended or equipment, facilities, or services 
furnished by the Administration under this Act to any business enterprise unless 
the owners, partners, or officers of such business enterprise (1) certify to the 
Administration the names of any attorneys, agents, or other persons engaged by 
or on behalf of such business enterprise for the purpose of expediting applications 
made to the Administration for assistance of any sort, and the fees paid or to be 
paid to any such persons, and (2) execute an agreement binding any such business 
enterprise for a period of two vears after any assistance is rendered by the Admin- 
istration to such business enterprise, to refrain from emploving, tendering any 
office or employment to, or retaining for professional services, any person who, 
on the date such assistance or any part thereof was rendered, or within one vear 
prior thereto, shall have served as an officer, attorney, agent, or emplovee of the 
administration occupying a position or engaging in activities whieh the Admin- 
istration shall have determined involve discretion with respect to the granting of 
assistance under this Act. 

Sec. 19. To the fullest extent the Administration deems practicable, it shall 
make a fair charge for the use of Government-owned property and make and let 
contracts on a basis that will result in a recovery of the direct costs incurred by 
the Administration. 

Sec. 20. There are hereby authorized to be appropriated such sums as may be 
necessary and appropriate for the carrying out of the provisions and purposes of 
this Act. 

Sec. 21. If any provision of this Act, or the application thereof to any person or 
circumstances, is held invalid, the remainder of this Act, and the application of 
such provision to other persons or circumstances, shall not be affected thereby. 


R. 5141, 88d Cong., Ist sess.] 


4 BILL To create the Sma!l Business Administration and to preserve small-business institutions and free, 
competitive enterprise 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the “Small Business 
Act of 

Sec. 2. (a) Believing that a well-balanced economy is a cardinal prerequisite 
to the continued prosperity and security of the United States, and recognizing 
that the essence of the American economic system of private enterprise is free 
competition; that only through full and free competition can free markets, free 
entry into business, and opportunities for the expression and growth of personal 
initiative and individual judgment be assured; that the preservation and expan- 
sion of such competition is basic not only to the economic well-being but to the 
security of this Nation; and that the encouragement and development of the actual 
and potential of small business is vital to the existence of healthy competition, is 
necessary to the economic stability of all the people, and is indispensable to the se- 
curity of the United States, it is the declared policy of the Congress that the estab- 
lishment of a permanent independent agency of the Government to aid, counsel, as- 
sist, and protect the interests of small-business concerns is essential to preserve free 
competitive enterprise, to ensure that a fair proportion of the total purchases and 
contracts for supplies and services for the Government is placed with small- 
business enterprises, and to maintain and strengthen the overall economy of 
small business, of the Nation, and of all its people. In order to carry out this 
policy there is hereby created an agency under the name ‘Small Business Adminis- 
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tration”? (hereinafter referred to as the Administration), which Administration 
shall be under the general direction and supervision of the President and shall not 
be affiliated with or be within any other agency or department of the Federal 
Government. The principal office of the Administration shall be located in the 
District of Columbia, but the Administration may establish such branch offices 
in other places in the United States as may be determined by the Administrator 
of the Administration. For purposes of this Act, a small-business concern shall be 
deemed to be one which is independently owned and operated and which is not 
dominant in its field of operation. The Administration, in making a detailed 
definition, may use these criteria, among others: independency of ownership and 
operation, number of employees, dollar volume of business, and nondominance in 
its field. 

(b) The Administration is authorized to obtain money from the Treasury of the 
United States for use in the performance of the powers and duties granted to or 
imposed upon it by law, not to exceed a total of $500,000,000 outstanding at any 
one time. For this purpose appropriations not to exceed $500,000,000 are hereby 
authorized to be made to a revolving fund in the Treasury. Advances shall be 
made to the Administration from the revolving fund when requested by the 
Administration. This revolving fund shall be used for the purposes enumerated 
subsequently in section 5 (a), (b), and (c). Not to exceed an aggregate of $400,- 
000,000 shall be outstanding at any one time for the purposes enumerated in 
section 5 (a). Not to exceed an aggregate of $100,000,000 shall be outstanding at 
any one time for the purposes enumerated in section 5 (b) and (e). Reimburse- 
ments made to the Administration under these operations shall revert to the re- 
volving fund for use for the same purposes. 

(c) The management of the Administration shall be vested in an Administrator 
who shall be appointed from civilian life by the President, by and with the consent 
of the Senate, and who shall be a person of outstanding qualifications known to be 
familiar and sympathetic with small-business needs and problems. The Adminis- 
trator shall receive compensation at the rate of $17,500 per annum. The Adminis- 
trator shall not engage in any other business, vocation, or employment than that 
of serving as Administrator. The Administrator is authorized to appoint three 
deputy administrators to assist in the execution of the funetions vested in the 
Administration. Deputy administrators shall be paid at the rate of $15,000 per 
annum. 

Sec. 3. (a) The Administration shall have power to adopt, alter, and use a seal, 
which shall be judicially noticed. The Administrator is authorized, subject to 
the civil service and classification laws, to seleet, employ, appoint, and fix the 
compensation of such officers, employees, attorneys, and agents as shall be neces- 
sary to carry out the provisions of this Act; to define their authority and duties, 
require bonds of them, and fix the penalties thereof. The Administration, with 
the consent of any board, commission, independent establishment, or executive 
department of the Government, may avail itself of the use of information, services, 
facilities, including any field service thereof, officers, and employees thereof, in 
earrying out the provisions of this Act. 

(b) In the performance of, and with respect to, the functions, powers, and 
duties vested in him by this Act, the Administrator, notwithstanding the pro- 
visions of any other law, may— 

(1) sue and be sued in any court of record of a State having general juris- 
diction, or in any United States district court, and jurisdiction is conferred 
upon such district court to determine such controversies without regard to 
the amount in controversy: Provided, That no attachment, injunetion, 
garnishment, or other similar process, mesne or final, shall be issued against 
the Administrator or his property; 

(2) under regulations prescribed by him, assign or sell at public or private 
sale or otherwise dispose of for cash or credit, in his discretion and upon such 
terms and conditions and for such consideration as the Administrator shall 
determine to be reasonable, any evidence of debt, contract, claim, personal 
property, or security assigned to or held by him in connection with the pay- 
ment of loans heretofore or hereafter granted under this Act, and to collect 
or compromise all obligations assigned to or held by him and all legal or 
equitable rigbts accruing to him in connection with the payment of such 
loans until such time as such obligation may be referred to the Attorney 
General for suit or collection; 

(3) deal with, complete, renovate, improve, modernize, insure, or rent, or 
sell for cash or credit upon such terms and conditions and for such considera- 

tion as the Administrator shall determine to be reasonable, any real property 
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conveyed to or otherwise acquired by him in connection with the payment of 
loans granted under this Act: 

(4) pursue to final collection, by way of compromise or otherwise, all 
claims against third parties assigned to the Administrator in connection with 
loans made by him. This shall include authority to obtain deficiency 
judgments or otherwise in the case of mortgages assigned to the Administrator. 
Section 3709 of the Revised Statutes, as amended (41 U. 8. C. 5), shall not 
be construed to apply to any contract of hazard insurance or to any purchase 
or contract for services or supplies on account of property obtained by the 
Administrator as a result of loans nade under this Act if the premium therefor 
or the amount thereof does not exceed $1,000. The power to convey and to 
execute in the name of the Administrator deeds of conveyance, deeds of 
release, assignments and satisfactions of mortgsges, end any other written 
instrument relating to real property or any interest therein heretofore or 
hereafter acquired by the Administrator pursuant to the provisions of this 
Act may be exercised by the Administrator or by any officer or agent ap- 
pointed by him without the exeenution of any express delegation of power or 
power of ettorney. Nothing in this section shall be construed to prevent 
the Administrator from delegating such power by order or by power of 
attorney, in his discretion, to any officer or agent he may appoint; 

(5) maintain an integral set of accounts with respect to activities performed 
pursuant to sections 5 (a), (b), and (c¢) of this Aet which shall be audited 
annually by the General Accounting Office in accordance with the principles 
and procedures applicable to commercial transactions as provided by the 
Government Corporation Control Act, as amended: Provided, That financial 
transactions of the Administrator, including the settlement of actions arising 
under sections 5 (a), (b). and (¢c) and transactions related thereto and vouchers 
approved by the Administrator in connection with such financial transactions, 
shall be final and conclusive upon all officers of the Government; 

(6) acquire, in any lawful manner, any property (real, personal, or mixed, 
tangible or intangible), whenever deemed necessary or appropriate to the 
conduct of the activities authorized in section 5 (a) of this Act: and 

(7) in addition to any powers, functions, privileges, and immunities other- 
wise vested in him, take any and all actions determined by him to be necessary 
or desirable in making, servicing, compromising, modifying, liquidating, or 
otherwise dealing with or realizing on loans or advances made under the 
provisions of this Act. 


(c) To such extent as he finds necessary to carry out the provisions of this Act, 
the Administrator is hereby authorized to procure the temporary (not in excess 
of one year) or intermittent service of experts or consultants or organizations 
thereof, including stenographic reporting services, by contract or appointment, 
and in such cases such service shall be without regard to the civil service and 
classification laws, and, except in the case of stenographic reporting services by 
organizations, without regard to section 3709, Revised Statutes, as amended (41 
U.S. C. 5). 

Sec. 4. All moneys of the Administration not otherwise employed may be 
deposited with the Treasurer of the United States subject to check by authority 
of the Administration or in any Federal Reserve bank. The Federal Reserve 
banks are authorized and directed to act as depositaries, custodians, and fiscal 
agents for the Administration in the general performance of its powers conferred 
by this Act. Any insured banks when designated by the Secretary of the 
Treasury, shall act as custodians, and financial agents for the Administration. 

Sec. 5. The Administration is empowered— 

(a) to make loans or advances in accordance with general policies estab- 
lished by a Small Business Loan Policy Board made up of the Secretaries of 
Treasury and Commerce and the Administrator, to enable small business 
concerns to finance plant construction, conversion, or expansion, including 
the acquisition of land; or to finance the acquisition of equipment, facilities, 
machinery, supplies, or materials; or to finance research, development, and 
experimental work on new or improved products or processes; or to supply 
such coneerns with working capital to be used in the manufacture of articles, 
equipment, supplies, or materials for war, defense or essential civilian pro- 
duction or as may be necessary to ensure a well-balanced national economy ; 
and such loans or advances may be made or effected either directly or in 

cooperation with banks or other lending institutions through agreements to 
participate, or by the purchase of participations: Provided, however, That 
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the foregoing powers shall be subject to the following restrictions and 
limitations: 

(i) No financial assistance shall be extended pursuant to (a) above 
unless the financial assistance applied for is not otherwise available on 
reasonable terms and all loans made shall be of such sound value or so 
secured as reasonably to assure repayment ; 

(b) to enter into contracts with the United States Government and any 
department, agency, or officer thereof having procurement powers obligating 
the Administration to furnish articles, equipment, supplies, or materials to 
the Government; 

(c) to arrange for the performance of such contracts by negotiating or 
otherwise letting subcontracts to small business concerns or others for the 
manufacture, supply, or assembly of such articles, equipment, supplies, or 
materials, or parts thereof, or servicing or processing in connection therewith, 
or such management services as may be necessary to enable the Administra- 
tion to perform such contracts; and 

(d) to provide teclinical and managerial aids to small-business concerns, 
by advising and counseling on matters in connection with Government pro- 
curement and on policies, principles and practices of good management 
including but not limited to cost accounting, methods of financing, business 
insurance, accident control, wage incentives and methods engineering, by 
cooperating and advising with voluntary business, professional, educational 
and other nonprofit organizations, associations, and institutions and with 
other Federal and State agencies, by maintaining a clearinghouse for infor- 
mation concerning the managing, financing and operation of small-business 
enterprises, by disseminating such information, and by such other activities 
as are deemed appropriate by the Administration. 

Sec. 6. In any ease in which the Administration certifies to any officer of the 
Government having procurement powers that the Administration is competent 
to perform any specific Government procurement contract to be let by atiy such 
officer, such officer shall be authorized to let such procurement contract to the 
Administration upon such terms and conditions as may be agreed upon between 
the Administration and the procurement officer. 

Sec. 7. (a) Whoever makes any statement knowing it to be false, or whoever 
willfully overvalues any security, for the purpose of obtaining for himself or for 
any applicant any loan, or extension thereof by renewal, deferment of action, or 
otherwise, or the acceptance, release, or substitution of security therefor, or for the 
purpose of influencing in any way the action of the Administration, or for the 
purpose of obtaining money, property, or anything of value, under this Act, shall 
be punished by a fine of not more than $5,000 or by imprisonment for not more 
than two years, or both. 

(b) Whoever, being connected in any capacity with the Administration (A) em- 
bezzles, abstracts, purloins, or willfully misapplies any moneys, funds, securities, 
or other things of value, whether belonging to it or pledged or otherwise entrusted 
to it, or (B) with intent to defraud the Administration or any other body politie 
or corporate, or any individual, or to deceive any officer, auditor, or examiner of the 
Administration makes any false entry in any book, report, or statement of or to the 
Administration, or, without being duly authorized, draws any order or issues, puts 
forth, or assigns any note, debenture, bond, or other obligation, or draft, bill of 
exchange, mortgage, judgment, or decree thereof, or (C) with intent to defraud 
participates, shares, receives directly or indirectly any money, profit, property, 
or benefit through any transaction, loan, commission, contract, or any other act 
of the Administration, or (D) gives any unauthorized information concerning 
any future action or plan of the Administration which might affeet the value of 
securities, or, having such knowledge, invests or speculates, directly or indirectly, 
in the securities or property of any company or corporation receiving loans or 
otber assistance from the Admini»tration shall be punished by a fine of not more 
than $10,000 or by imprisonment for not more than five years, or both. 

Sec. 8. It shall be the duty of the Administration and it is hereby empowered, 
whenever it determines such action is necessary— 

(a) to make a complete inventory of all productive facilities of small- 
business concerns which can be used for war, defense, or essential civilian 
production, or to arrange for such inventory to be made by any other gov- 
ernmental ageney which has the facilities. In making any such inventory, 

the appropriate agencies in the several States shall be requested to furnish 
an inventory of the productive facilities of small-busiress concerns in each 
respective State if such an inventory is available or in prospect; and 
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(b) to coordinate and to ascertain the means by which the productive 
capacity of small-business concerns can be most effectively utilized for war, 
defense or essential civilian production. 

Sec. 9. It shall be the duty of the Administration and it is hereby empowered, 
to consult and cooperate with governmental departments and agencies in the 
issuance of all orders or in the formulation of policy or policies in any way affecting 
small-business concerns. All such governmental departments or agencies are 
required, before issuing such orders or announcing such poliey or policies, to 
consult and cooperate with the Administration in order that the interests of 
small-business enterprises may be recognized, protected and preserved. 

Sec. 10. The Administration shall have power, and it is hereby directed, 
whenever it determines such action is necessary 

(a) to consult and cooperate with officers of the Government having 
procurement powers, in order to utilize the potential productive capacity 
of plants operated by small-business concerns; 

(b) to obtain information as to methods and practices which Government 
prime contractors utilize in letting subcontracts and to take action to en- 
courage the letting of subcontracts by prime contractors to small-business 
concerns at prices and on conditions and terms which are fair and equitable; 

(c) to determine within any industry the concerns, firms, persons, cor- 
porations, partnerships, cooperatives, or other business enterprises, which 
are to be designated ‘‘small-business concerns’ for the purpose of effectuating 
the provisions of this Act; 

(d) to certify to Government procurement officers with respect to the 
competency, as to capacity and credit, of any small-business coneerm or 
group of such concerns to perform a specific Government procurement 
contract ; 

(e) to obtain from any Federal department, establishment, or ageney 
engaged in procurement or in the financing of procurement or production 
such reports concerning the letting of contracts and subcontracts and making 
of losits te busiress concerns as it may deem pertinent in earring out its 
functions under this Act: 

(f) to obtain from suppliers of materials information pertaining to the 
method of filling orders and the bases for allocating their supply, whenever 
it appears that any small business is unable to obtain materials from its 
normal sources for war or defense production or for essential or such other 
civilian production as is necessary to maintain a well-balanced national 
economy ; 

(g) to make studies and recommendations to the appropriate Federal 
agencies to insure a fair and equitable share of materials, supplies, and equip- 
ment to small-business concerns to effectuate war or defense programs, for 
essential civilian purposes, or for any other purpose deemed essential to a 
well-balanced national economy ; 

(h) to consult and cooperate with all Government agencies for the purpose 
of insuring that small-business concerns shall receive fair and reasonable 
treatment from said agencies; and 

(i) to establish such advisory boards and committees wholly representative 
of small business as may be found necessary to achieve the purposes of this 
Act. 

Sec. 11. In any ease in which a small-business concern or group of such coucerns 
has beer certified by or under the authority of the Administration to be a com- 
petent Government contractor with respect to capacity and credit as to a specific 
Government procurement contract, the officers of the Government having pro- 
curemeit powers are directed to accept such certification as conclusive, and are 
authorized to let such Government procurement contract to such concern or 
group of concerns without requiring it to meet any other requirement with respect 
to capacity and credit. 

Sec. 12. To effectuate the purposes of this Act, small-business concerns within 
the meaning of this Act shall receive any award or contract or any part thereof as 
to which it is determined by the Administration and the contracting procurement 
agencies (A) to be in the interest of mobilizing the Nation’s full productive 
capacity, (B) to be in the interest of war or national defense programs, or (C) or 
be in the interest of a well-balanced national economy, to make such award to 
let such contract to a small-business concern, 

Sec. 13. The Administration shall make a report every six months of operations 
under this Act to the President, the President of the Senate, and the Speaker of 
the House of Representatives. Such report shall inelude the names of the business 
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conceris to whom contracts are let and for whom financing is arranged by the 
Adininistration, together with the amounts involved, and such report shall include 
such other information and such comments and recommendations as the Admin- 
istration may deem appropriate. 

Sere. 14. The Administration is hereby empowered to make studies of the effect 
of price, credit, and other controls imposed under war or defense programs and 
wherever it finds that these controls discriminate against or impose undue hard- 
ship upon small business, to make recommendations to the appropriate Federal 
agency for the adjustment of controls to the needs of small business. 

Sec. 15. (a) The President may transfer to the Administration any functions, 
powers, and duties of any department or ageney which relate primarily to small- 
business problems, In connection with any such transfer, the President may 
provide for appropriate transfers of records, property, necessary personnel, and 
unexpended balances of appropriations and other funds available to the depart- 
ment or ageney from which the transfer is made. 

(b) The President may also provide for such transfers of records, property, 

and personnel from the Small Defense Plants Administration, during the period 
of its liquidation, as he considers appropriate to assist the Small Business Admin- 
istration in carrying out its functions under this Act. The Defense Production 
= of 1950, as amended, is further amended by the repeal of section 714 of that 
Act. 
Sec. 16. No loan shail be recommended or equipment, facilities, or services 
furnished by the Administration under this Aet to any business enterprise unless 
the owners, partners, or officers of such business enterprise (1) certify to the 
Administration the names of any attorneys, agents, or other persons engaged by 
or on behalf of such business enterprise for the purpose of expediting applications 
made to the Administration for assistance of any sort, and the fees paid or to 
be paid to any such persons, and (2) execute an agreement binding any such 
business enterprise for a period of two years after any assistance is rendered by 
the Administration to such business enterprise, to refrain from employing, tender- 
ing any office or employment to, or retaining for professional services, any person 
who, on the date such assistance or any part thereof was rendered, or within one 
year prior thereto, shall have served as an officer, attorney, agent, or employee of 
the Administration occupying a position or engaging in activities which the 
Administration shall have determined involve discretion with respect to the 
granting of assistance under this Act. 

Sec. 17. To the fullest extent the Administration deems practicable, it shall 
make a fair charge for the use of Government-owned property and make and 
let contracts on a basis that will result in a recovery of the direct costs incurred 
by the Adininistration. 

Sec. 18. There are hereby authorized to be appropriated such sums as may 
be necessary and appropriate for the carrying out of the provisions and purposes 
of this Act. 

Sec. 19. If any provision of this \ct, or the application thereof to any person 
or circumstances, is held invalid, the remainder of this Act, and the application 
of such provision to other persons or circumstances, shail not be affected thereby. 


The Cuarrman. Mr. Hill, we would be very happy to have you 
proceed in any manner vou see fit. 

I may state that the Federal Reserve bill, H. R. 4065, will follow 
the Treasury-Post Office bill on the floor of the House today, and the 
committee will have to be there. Let us just keep that in mind. 

We are very happy to have vou with us, Mr. Hill. 


STATEMENT OF HON. WILLIAM S. HILL, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF COLORADO 


Mr. Hinu. Mr. Chairman, | am sure it is a high honor to have the 
opportunity to appear before this very important committee. 1 am 
particularly fortunate in being chairman of the Select Committee on 
Small Business, to have two of my colleagues as members of this com- 
mittee. That gives us an opportunity to have additional support for 
the bill now under consideration. 
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Mr. Chairman, we have changed this bill in several places or sec- 
tions, and at the advice and suggestion of my good friend Mr. Patman, 
we wrote a new bill. In other words, introduced what you would 
call a clean bill, and that is why you have a different number this 
morning than that on the program as listed by the committee. 

So the bill now becomes H. R. 5141, and as I go along, I would like 
to mention the differences. 

I would like to say just a word~ Mr. Chairman, I don’t want to 
take too much time, and I will hasten through, but if time is short I 
will be very brief, and only just give a sketch of what we are trying 
to do in this bill. 

The Cuarrman. You may take as much time as you think is neces- 
sary. Many of the committee members are starting from scratch on 
this subject and we would like all the faets. 

Mr. Hiti. Thank you very much, Mr. Wolcott. The action of the 
Select Committee on Small Business last Tuesday, April 12, was this: 
That we unanimously endorsed, without a single dissenting vote, H. R. 
5141, and I think I should tell the committee that we are talking, this 
morning, on only one section in the Defense Production Act, and that 
is section 714, anc here is the basis of our discussion and the reasons 
why we are here this morning, Mr. Chairman. 

Section 714 of the Defense Production Act of 1950, Publie Law 774, 
as amended by section 110, Defense Production Act amendment of 
1951, Public Law 96, and 1952, Public Law 429—this is a section in- 
cluded in the Defense Production Act that we have today, that we 
call the SDPA section. So that no one will misunderstand, we mean 
the Small Defense Production Act——and in that section we set up this 
organization, and the reason we are here this morning is that that 
expires June 30, 1953, which is not far away. 

Now, I would like to say a few words about what Congress has 
done. 

In the past, Congress, and particularly the House and this com- 
mittee, have recognized the importance of small-business concerns 
throughout the country. This recognition of small business, how- 
ever, has been expressed in definitive legislation for only times of war. 
And we are here this morning to call your attention to the fact that 
we hope the bill that we are supporting, this morning, will take small 
business out of just the war era, or war production, and place it ina 
permanent position. 

Small business should be viewed not as a war-born stepehild but in 
its true prospective as the economic backbone of the Nation. In 
times of war, and in times of peace, in good times and bad times. 

A weak or deteriorating small business threatens the whole economic 
well-being of any nation. A vigorous, healthy small business, however, 
is the best barometer of and safeguard for the continued prosperity 
and security of our Nation. 

Now, | checked some figures I have. I couldn’t bring them up to 
date, but I will give them to you. Our modern technological age, the 
fruits of large-scale research, and the pressure of vigorous competition 
high taxes, increasing Government regulations, raise new problems 
for all businesses, especially small business. 

Now, just what is small business? That is important. IT mention 
this to impress on all of us the importance of small business. 
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An industrial civilization such as that of the United States,embraces 
several millions of distinet small-business operations producing millions 
of different products. 

From 1857 to 1951 the population increased from 29 million to 153 
million, while the number of commercial enterprises, small and large 
ones, increased from 204,000 to 2,608,000. 

In 1857 there were seven enterprises for every thousand people. — In 
1951, there were 17 business enterprises for every thousand people. 

All these statistics are as of 1947. Although the vital statisties of 
business concerns are far from adequate, available data show the vast 
majority of concerns to be small. 

You can hardly believe the figures I am going to give you, 

In 1899, 49 percent of the manufacturing firms hired less than 5 
workers. "That was near the turn of the centruy. Just imagine that. 
Almost impossible to believe. 

Only 20 percent of the firms had more than 20 workers. That was 
in 1899. 

During the next half century, industrialization complerely changed 
most aspects of American life. Yet in 1947, the last available figures, 
29 percent of the manufacturing firms had less than 5 employees, and 
less than IS percent of the firms had 50 or more. 

Then again, quoting 1947, the latest jigures we have of industry, 
74.4 percent, employed 3 people or less. And less than 7 employees, 
12.8 percent. Nineteen employees, 7.8 percent. And employing 
more than 20, 5 percent. 

I just mention to show you the importance of small business. 
Almost three-fourths of all the firms had less than 5 employees, and 
5 percent had 20 or more, individually owned firms were the most 
common type of organization, totaling 70 percent of all the firms — 
individually owned. That is remarkable. 

Now, I think I should say a word about the bill. I might state, 
in just a broad way, the only changes that have been made in the 
bill are those directly affecting the loaning agency, and [am sure my 
friends of my committee, the Small Business Committee, serving on 
this committee will agree with me. 

It seemed, when we started H. R. 4090 through the House, there 
hadn't been much said about the elimination of the loaning agency, 
REC, but as we went further on down the path of time, more reports 
came to us that the idea of eliminating RFC was apparent. We 
don’t know vet whether that is true. But this change in the bill, 
H. R. 5141, was made for that reason. 

I just feel that 1 would rather have questions asked of me than to 
talk further. This bill sets up, as we said, a permanent small-business 
administration. That is the first thing. I think I can brief you 
quickly on what it does. 

First, it provides an organization to make small-business concerns 
sound and self-sufficient. That was the idea behind the bill. 

Second, to insure the participation of small-business enterprises in 
war or mobilization of our economy for war, and for peace as well. 

Third—and this is important to concentrate the responsibility for 
administering one program to preserve and develop small business in 
one independent agency of the Government. It is common knowledge 
that today there are nearly as many distinct small business programs 
as there are agencies and departments of the Government. 


CREATION OF SMALL BUSINESS ADMINISTRATION 13 

Many of these programs overlap. Some are at cross purposes with 
one another, Others are of questionable and doubtful value. And all 
in combination are inefficient, ineffective, and expensive. 1 am in- 
formed, for example, that last vear the Department of Defense spent 
in excess of $5 million for its small-business program and that all 
agencies together in the Federal Government spent more than $25 
million, 

This bill authorizes the President to eliminate this senseless duplica- 
tion and waste of effort and money by transferring the small-business 
functions of other agencies and departments to the Small Business 
Administration, where they rightfully belong and where no conflict 
of interest will impede their zealous execution. 

And remember this, the SDPA never had this authority. This bill 
gives the President authority to transfer the activity of all small- 
business programs to an independent ageney. 

Mr. Brown. Has the Defense Production Act helped small business 
very much, and how? 

Mr. Hiti. | have the reports with me, and | would say yes, that 
it has been very useful. 1 will give you one illustration which | think 
outshines, shall I say, any other. 

As a member of the Select Committee on Small Business, and my 
chairman— Mr. Patman, at that time—set up hearings in the western 
part of these United States, which is a long, long way from Washington. 
I attended those hearings. They were on the west coast-—-San Fran- 
cisco, Los Angeles, and San Diego. At those hearings | never saw so 
many small-business representatives. They were there to find out 
how to bid on war contracts. And from those hearings—and | am 
sure Congressman Multer will agree; he attended all of them—we were 
able to bring the Army, the Navy, and the Air Corps representatives 
together and explain to those small-business firms how they could bid 
on these contracts. 

The Congressman from the west coast will agree with me that we 
dropped their mail from 75 to 90 percent, in eliminating the writing 
to their Congressmen to get the details of how to bid on contracts and 
secure scarce materials. Therefore, the work done in just the war 
effort alone, in helping small business, has been of tremendous value. 
there are other programs that have been helpful, of course. 

Mr. Parman. Mr. Hill, as chairman of the Committee on Small 
Business, vou first introduced this 4090, for the consideration of the 
Small Business Committee, and after you introduced that you had a 
meeting of the Small Business Committee and they agreed on certain 
amendments. 

Mr. Correct. 

Mr. Parman. And those amendments were so numerous that you 
decided to use a clean bill—in fact, the committee requested you to 
do that by a vote—and you then introduced H. R. 5141, which repre- 
sents the view of the Small Business Committee. 

Mr. That is right. 

Mr. Parman. I will ask vou, too, if it is not a fact that we reserved 
the right to propose any amendments to the bill and that we were 
agreeing to it with that understanding? 

Mr. That is correct. 

Mr. Parman. And that we were not bound by all of them, though 
we were for it unanimously? 
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Mr. Hine, That is right. 

Mr. Parman. There is one point I brought up which I feel I should 
bring up now: that the Small Defense Plants Administration created 
under the Defense Production Act, and which expires, as you have just 
stated, on June 30 of this vear, has a good organization throughout 
the country. They have regional offices—at least nine, I believe— 
covering the entire United States. 

Mr. Hinti. They have 13 now, Mr. Patman. 

Mr. Parmayn. Thirteen. And one thing I believe this committee 
should seriously consider, is this: This bill H. R. 5141 would set up 
an entirely new organization without reference to SDPA. In other 
words, SDPA would just wither and die on the vine on June 30. Now, 
I concede there is language in here, on pages 17 and 18, which gives 
the President powers to make transfers from SDPA to this new organi- 
zation; and, of course, we don’t want to pass a law directing the 
President to do anything, but T have a feeling that this committee 
should give serious consideration to merging this proposal with SDPA. 

In other words, to take over SDP.A as it is now, and with permission 
and power to the Executive to change, without regard to civil service 
or veterans’ preference or anything else, any polic ymaking position in 
the organization, because | realize that the administration in power 
should have the power to select all policymaking personnel, but I 
don’t think we ought to destroy the whole SDPA. I don’t think we 
should do that. I think we should build on it. In other words, merge 
this into it, 

How would vou feel about that, Mr. Hill? 

Mr. Hin. Well, Mr. Patman, let me say that what you are saving 
is in section 15 (a) and 15 (b), on page 17, and that that was discussed 
by our committee and I have had several discussions with other 
parties interested in this bill on this. U think you are quite right, 
and I might add this: that at the present time there is no top director 
of SDPA, which has caused me no small worry, because | felt, and 
stated publicly, that that is one office that should have been filled 
immediately, and I am in hopes that action will be taken on that 
before we pass the bill. Therefore, the new director of SDPA will 
have a chance to explore and determine how much of the other 
organization he wants to take in toto, or what branches he might 
want to eliminate before SBA takes the place of SDPA. 

Mr. Parman. Well, let’s get our definitions straight. You say the 
new Administrator of SDPA would determine. Do you mean, by 
that, that you are going to pass this law and let it be merged into 
SDPA, and let him pick out such parts of this as he wants to use? 

Mr. Hin. Well, you couldn’t leave that to the Administrator, 
because | think it is the business of this committee, | might say, to 
write into this section 15 (a) and (b) whatever they feel would be 
the best way to transfer it. 

This is the best language we could find: 

The President may transfer to the Administration any funetion, powers, and 
ae of any department or ageney which relates primarily to the small-business 
problem. 


Mr. Parman. That is right. 
Mr. Hitu. He could, on the day before the Small Defense Plants 
section expires, transfer “the whole shooting match,” as we say out 
West, over to this organization. 
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I will read further: 


In connection with any such transfer, the President may provide appropriate 
transfers of records, property, and personnel. 

Mr. Parman. I know, but that is transferring from the organiza- 
tion that is going out at the present time, on June 30; and what I 
am trying to do is not to let it die on June 30, but just to breath more 
life into it and help it go on. 

Mr. Hit. If 1 understand correetly, the President should do this 
transferring at least a few days before the law expires, and this com- 
mittee can put that in their report and make suggestions, if that is 
what vou wish to do. 

Mr. Parman. That is fine. I think we are pretty well in accord, 
Mr. Hill. We should merge them. 

Mr. Chairman, may I suggest that I have asked the clerk, and he 
said it would be all mght to put Dr. Welsh down as a witness. Dr. 
E. C. Welsh has been with the RFC a long time. I don’t know 
what he will testify to, but I know he has had lots of experience on 
small-business loans; he knows all about operating capital, expansion, 
establishment of industry, credit, and so on. | don't know whether 
he would be for all of this bill or none of it, but | do know that he 
knows more about it than any other person that I know of, and I 
would like to have him here tomorrow morning at 10 o'clock. I 
have asked him to analyze the bill and give us the effects of it, in 
actual practice, because he has been in the business of actually making 
these loans and supervising them. He knows how it will work and 
what will work well and what will not work so well. 

1 am not trying to sell anybody a bill of goods on this thing. I want 
to do what is best to help small business, and I think we should draw 
from the experience of people who have had actual experience. 

The CuairrmMan. We want to get all the people who can give us 
the information we desire, and we will be glad to have him. 

Mr. Parman. Thank vou, sir. 1 will not pursue the questioning of 
Mr. Hill at the moment. But I would like to mention the matter of 
the Administrator's salary, $17,500. At one time, you know, the 
Congress had a policy that they would never approve a salary, for one 
who is called a bureaucrat, higher than the salary of a Member of 
Congress, and that worked fine for a long time. But somehow now 
we have broken through on that. I don’t know why we did, and now 
Cabinet members get $22,500 and a lot of people get $25,000. The 
head of the Federal Reserve bank—who is, of course, paid by public 
funds—in New York draws $50,000 a year; the head of the Federal 
Reserve bank in Chicago, $35,000; and the heads of all the Federal 
Reserve banks—the other 10—draw $25,000. 

So, we broke that line, and T think we should give more considera- 
tion toit. Personally, Lam not going to vote—at least, | don't expect 
to—to authorize any salary in the future that is higher than a salary 
of a Member of the House and Senate. 

The CuarrMan. It has been suggested that the answer to that is to 
increase the salaries of the Members of Congress. 

Mr. Parman. It ts all right. I do not know about the timing, but 
sometime it must be done if the present situation continues. 

The CuarrmMan. | don’t know whether we will do that, of course. 
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Mr. Parmay. I think it should eventually be done. Will you 
permit a diversion on that point, for just a moment, please, Mr. Chair- 
man’? [don’t want this Congress to become a rich man’s club; and, 
if we keep on going as we are, only rich people or people supported by 
the rich will be able to come to Congress and stay here. | honestly 
believe that, and [don’t think that is in the interests of our country 
and in the interests of democracy. 

Mr. Hinn. Are there any more questions, Mr. Chairman? That 
ends what | had planned to say. IT will be glad to answer any ques- 
tions, if IT ean. 

Mr. Mucrer. May Ladd briefly to what our distinguished colleague 
from Colorado, chairman of the Small Business Committee, has said. 

First, | would like to indicate to the committee that our colleagues, 
Congressmen. Steed of Oklahoma and Yates of Illinois, have indicated 
to me that they wanted to be present here this morning to indicate 
their support of their bill, but unfortunately could not be here. 

They are both members of the Small Business Committee and have 
indicated to the chairman their endorsement of the principles contained 
in H. R. 4090 and H. R. 5141. 

1 also add this to what Chairman Hill has told us: He referred 
particularly to the hearings before the Small Business Committee 
during the last session in the Far West. 

Mr. Patman might supplement that by telling vou that similar 
hearings were held throughout the country. | think we went into 
43 different States—all through the New England States, the South- 
west, the Midwest, and throughout the country— and the reaction 
was everywhere as Chairman Hill indicated to us. We brought 
forcefully to the attention of these people what the Congress was 
trying to do for them, what the Small Defense Plants Administration 
had been set up to do for them, and as a result of that [ think we did 
do a tremendously good job in helping small business throughout the 
country get their share of Government procurement as part of the 
defense effort and in addition helped to set them up on a firm basis 
as an integral part of our economy. 

Thank you, Mr. Chairman. 

Recently, the Small Business Committee conducted hearings in 
Denver, Colo., Phoenix, Ariz., and San Francisco, and Spokane, 
Wash., and while they were intended to be devoted primarily to the 
problems of the small-mine operators, | think again we pointed up a 
very serious flaw in the economy of the country, showing how these 
people need some help and need it now, and if we don’t help them 
the defense effort and our national security may be permanently 
impaired, 

These men, throughout those areas, are suffering tremendously 
because of the lack of foresight on the part of some of our Government 
agencies, including Congress, in not taking care of small business and 
helping them to be on an equal footing in competing with big business. 
While the Small Defense Plants Administration of the Defense Pro- 
duction Act has specific clauses which would have helped these small 
operators, particularly in the zinc, lead, and allied mineral production, 
the help apparently has only gone to the big industries. And the big 
industries, the big-mine operators, got the help intended by this act 
to be given to the little fellow, who has been left out in the cold, with 
the result of tremendous unemployment all through those areas. 
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Most of those mines are being closed up and are facing bankruptey, 
and those are the mines we would depend on for strategie materials 
when we get into a tight spot when our national security is threatened 
with attack. 

I think an agency such as the Small Defense Plants Administration, 
and now a permanent agency such as suggested by this will go a long 
way toward helping not only those small-mine operators, but other 
small businesses that need help from time to time. 

Mr. McDonoucu. Mr. Chairman. 

The Cuatrrman. Mr. McDonough. 

Mr. MeDonoveu. I just want to say to Mr. Hill that I think he 
has brought the committee and has suggested to the Congress some- 
thing that IT hope will become a reality and which is an excellent idea. 

There isn’t any question in my mind but small business certainly 
will have to look to some source for aid if RFC is discontinued and in 
reading the two bills, | would like to ask Mr. Hill the difference between 
4090 and 5141. 

Is 5141 written for the purpose of providing that in the event RFC 
is discontinued, this ageney will assume the responsibility? 

Mr. Hini. That is correct. And we thought we improved the 
relationship in H. R. 5141, realizing somewhat that we were working 
in the dark as we did not know what action this Congress would take 
on the RFC, but we felt we should work it out and put the loaning 
agency inside the small Defense Administration Act. And it sets up 
its own board. And in our suggestion, from our committee, we 
decided that if we used the regulations as set out in the RFC, we 
could not go wrong on the loans to small business. 

The RFC only got into difficulties when it went outside its own 
rules. 

Mr. MeDonovau. Do you have any definition as to what small 
business is? 

Mr. Hitt. No; 1 think that is a problem that the Select Committee 
on Small Business, in connection with the Senate Committee, might 
consider, 

Mr. Parman. It is defined in this bill. 

Mr. Hint. It is defined, but it is not a definition, Mr. Patman, that 
we could all accept, because it says less than 500 employees, I believe. 

Mr. Parman. On page 3, commencing with line 2. ‘For the pur- 
poses of this Act,” and so forth. 

Mr. Hii. That is just a standard, but we think the number of 
employees is not a good standard. 

Mr. MeDonovuenu. In other words, a small business, in your opinion, 
must be independently operated, and not a small operation that is 
subsidiary of a large corporation? 

Mr. Correct. 

Mr. McDonoven. And it should have a maximum number of 
employees in order to retain its small-business status. 

Mr. That is right. 

Mr. McDonovgu. And the purpose and intention, as I read your 
bill, is to promote, in my opinion, the backbone of the economy of 
the Nation, 

I think that we will find, and your committee is more familiar with 
this than I am, that there are more people employed in small businesses 
than there are employed in large business, so-called, across the country, 
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and that in many cases there is an equally as sound or sounder opera- 
tion than in some large corporations. 

Mr. Hity. Yes, I gave the figures a while ago. I think it is safe in 
saving that at least 75 to 80 percent of all the businesses in this country 
of ours are what you and I would term small business. 

Mr. Brown. Will this bill take care of a small enterprise employing 
2 or 3 persons? 

Mr. Hitu. That is correct. 

Mr. McDonoveu. This will promote individual initiative and en- 
courage the man employing 2 or 3 men to expand to a larger operation, 
and it will provide him with funds that the lending institutions cannot 
provide him with, or will not take the risk of providing him with; 
is that correct? 

Mr. Hiix. I would say if bis business is sound economically, and 
operated with the proper type of managerial ability, there would be 
no question about a loan for his business. 

But I have always felt that, in my own experience of some 50 years— 
and probably this is just the opposite to what some of the committee 
members feel—that the loaning part of this bill is not the important 
part. It is at times. But after all, it has been my observation that 
if a business is organized on the right basis and economically managed 
and directed, it does not have too much trouble with financing. I think 
sometimes we exaggerate, and I have talked to my committee mem- 
bers that way on my own committee, that we must not let the loan 
section of this bill become a roadblock or a stumbling block to what we 
want to do for small business. 

Mr. Spence. Are not the two essential things to small business, 
to see that they get their proportion of Government contracts and 
that long-term accommodation that they cannot obtain from the 
banks are made available to them? 

Mr. Hitu. I would say there is one other. That the legislation 
that is passed by Congress does not penalize a man because he has 
a little business. I have a lot of those in mind. I could tell vou one, 
and I notice my friend from Utah. We are a long way from the 
Capital of the United States. 

Here is a man with tears in his eyes, who appears before our com- 
mittee. What has this man been putting his money into? Fluorspar. 
All of a sudden he finds the railroad rates for flourspar from Mexico to 
the eastern United States have been dropped, and with that drop 
and the lower production costs in Mexico, he stands a chance, which 
we will tell you in the testimony, to lose every nickel in that small 
business. And we need fluorspar. 

That is the type of organization this Small Business Administration 
should help. Here is a man who cannot help himself. 

That is just an example, and it is not an unusual example. So‘’we 
take those 3 things, Mr. Spence, and I think those are the 3 things 
you should emphasize. 

Mr. Spence. How are you going to take the big fellows away from 
= trough and let the little fellows get in? That is what I want to 

ow. 

Mr. Hiuu. Well, the small-business man asks no advantage. He 
just asks to be fairly and squarely treated. 

I do not know of a small-business man that asks for any advantage. 

He says, “Give me an equal opportunity and I will outproduce 
them,” and I can name firm after firm that has such an integrated 
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tight organization that they can produce the products just as cheaply 
as any million-dollar company you could mention. ; 

What we are trying to do is keep small business an active, vital 
part of our economy. 

Do you want to do it? That is the finest thing this Congress could 
do. 

It is nonpartisan, as you have seen. There is no polities in it. 

Mr. Spence. All the letters I get indicate that the local banks, 
while they would like to help, cannot give loans of sufficient long term 
to be of assistance. I think that is very important. 

Then I think you must have something to make the big fellow let 
small business come in on the big contracts in sections of our economy 
where we have small business because they are a very essential part of 
our economy. 

Mr. Hitt. I would like to take a little time myself to say this: 
We were able through pressure—and it must be kept up—to make the 
large firms realize they should subcontract to small contractors. 
But on the other hand, we had to insist, time after time, that the 
subcontractors be able to produce the quality of goods that the large 
firm wished. 

1 think we have done wonderful work in that field. 

Mr. Spence. Was it not the purpose of the RFC to extend credit 
to people in the community who could not get credit? 

Mr. Him. That is right. It was done. I have some records 
on the RFC loans. 

Mr. Spence. That record is pretty good, is it not? 

Mr. Hii. Their small loans far outnumber the large ones. 1 am 
not talking about dollars, but numbers. 

Mr, Spence. And the average length of time is 4 or 5 years, is 
it not? 

Mr. Hinz. Yes, I have the whole record, but I do not want to 
go into that now. 

Mr. Mutter. The record of repayment is good, too. 

Mr. Yes, sir. 

Mr. Spence. I had some representatives of a new industry from 
my (istrict who came in the other day, and they said they were low 
on two Government contracts and did not get either one of them. 

Mr. Hriz. T could give vou the details of some battles we have had, 
and show you where we have actually by illustration, and by infor- 
mation—and not by pressure, certainly—caused the defense operation 
to reconsider and to give some of these contracts to smaller manu- 
facturing concerns. 

Mr. Seence. This corporation had letters from the Department of 
the Army highly praising them for the work they had done. Yet they 
failed to get the contracts on which they were low. 

Mr. Hitt. We would be glad to look into it. 

That is one of our real jobs on the Select Committee on Small 
Business. 

Mr. McDonoveu. Mr. Hill, another question. You are proposing 
to set this up as a separate administration, not attached to any existing 
agency of the Government. 

In doing that, have you anticipated the possibility of duplicating, 
or going along the same lines as the Department of Commerce? 

Mr. Hi. Well, if you notice what I read a while ago, we felt this 
way, that we should have the President pick out the small business 
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activities of the various organizations and put them under this arm 
of his. 

Let me say this about this bill: If this bill passes the way we have 
indicated, this isan arm of the executive department, and the Director 
of this Administration is responsible directly to the President. The 
President can say he wishes a little more pressure on loans, and what 
Mr. Spence talked about would have to happen or the Administrator 
would be in trouble. 

He can also say, ‘We want a little pressure put on some other type 
of work,’ and this Administrator would be compelled to do so. 

In other words, if he obeyed orders, he would have to do it. 

As to taking it over by some department, I do not think there is 
any need for that. I do not see any reason for it. 

If the President does not want it and wants to connect it up with 
some other department, that is another story, as long as he keeps it 
as an independent entity. 

What the small-business men want is a place where they can depend 
on the information they get, where they can go at any time they wish 
and they know the kind of information they get will be correet and 
they know they can get it in a short time. That is one of the fune- 
tions of the Select Committee on Small Business. One of the 
greatest functions we have performed is education. 

Mr. McDonouau. I agree with you. 

Mr. Thank you. 

Mr. McDonouau. I think it should be a separate administration. 

Mr. Merrit, Just why should this be separate from the Depart- 
ment of Commerce? What would be the disadvantage of having this 
as a part of the Department of Commerce? 

Mr. Hitt. Well, I would answer directly. 

Mr. Parman. Mr. Hill, would you permit me to answer that from 
my standpoint, when you get through? 

Mr. Hitt. The small-business man does not know where to go. 
He says, “I do not want to go to the Federal Government.” 

“T want something down here close to home.’ And we do not 
think it will go directly enough to the man down at the corner, in 
some little town of a couple or 300 pepole, unless you give him some- 
thing like this. 

I think your question in regard to organization here in Washngton 
might well be considered from several angles, but certainly not down 
at the crossroads, because he says, “I want my own department, 
We have it in Agriculture. We do not go to the Department of the 
Interior for agriculture, although they have an agricultural depart- 
ment.” 

We have been trained to go to Agriculture. 

Mr. Merrite. Does that mean we are going to create one depart- 
ment to take care of little business, and then say that the Commerce 
Department is for big business? 

Mr. Hite. We are not creating any department. That is the thing 
that amused me in an article in the paper. You know | think these 
writers are paid by the word. IT never checked into how you pay a 
newspaper writer. The more words he uses the more funds he collects. 
We do not establish one single new thing in this bill. 

Mr. Parman. Would you yield to me, Mr. Merrill? 

Mr. Hint. We just take the SDPA that you have and put it into 
another type of organization. And we will not have as many people 
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as you have now. I told you it cost vou $25 million. That is exactly 
what you paid, according to our reports. 

Certainly if you put all the little business activities under 1 head, 
and put them under 1 roof, and put a good man over them, and 
directly connect it with the Chief Executive, vou have really saved 
the taxpayers’ money. ; 

Mr. Merrixi. If vou are doing that are vou not then saving that 
we are going to hire one section of Federal employees to fight another 
section of Federal employees? 

Mr. Oh, no. 

Mr. Merrity. Well, I cannot see why a Federal emplovee working 
in the Commerce Department would not be just as solicitous, just as 
conscientious in looking after the welfare of small business as if he 
were over here under an independent agency, unless we are going to 
say that our Federal employees are callous. I cannot see why a man 
working in the Commerce Department could not be just as fair and 
interested in the affairs of small business as if he were in a separate 
agency, unless vou are going to say that we have got to hire two teams 
to fight each other in the Government. I may be wrong, but I sure 
would like that explained. 

Mr. Parman. Will vou let me answer that, Mr. Merrill? You know 
the Secretary of Commerce represents both big business and little 
business. [am sure he will try to do a good job, and I am sure he is 
honest and sincere in his efforts. 

However, I have observed, over the years, that the Department of 
Commerce, in representing the big and the little, the little organizations 
in the Department will work their heads off for the little man, but in 
the case of a conflict of interests between the big fellows and the 
little ones, it is appealed up to the top, and I have never known a little 
man to win. | have never known one to win. 

And I think that is true in other organizations. Take the United 
States Chamber of Commerce. As intent as they are on doing the 
right thing in every way for all business, big and little, | have never 
known a time in the advocacy or opposition of legislation here in the 
Congress of the United States for small business, where there was a 
conflict of interests between the big man and the little man, that the 
United States Chamber of Commerce has ever one time taken the side 
of the little man. 

I am talking about a conflict of interests. 

Of course, they will cite to vou, we were for this, and that helped 
the little man, but that is when the big man did not oppose it. [am 
talking about a conflict of interests. 

And you should not put this small man under an organization 
with the man at the top charged with the duty of looking after both 
big and little business. It is too much of a burden and responsibility 
for him to assume and get by and live happily with, because they 
just cannot do it. 

Therefore, it is necessary to have a separate organization, where 
the man at the top is just looking after the little man only, and who 
is not under obligation to big concerns necessarily. Not that he 
wants to do anything against big concerns. Just as Mr. Hill savs, 
little business is not asking for anything unfair, or any price dis- 
crimination. They are asking for equality of opportunity only and 
they can beat the competition of the biggest national corporate 
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chains in America, if they have equality of opportunity. That is all 
they need or want. 

But they will never get it if they ave in a department where the 
man at the top is charged with looking after the big ones as well as 
the little ones. 

It just does not work out that way. That is my answer to the 
gentleman, 

Me. Brown. Suppose a steel mill employs 5,000 people. Is it big 
business or little business? 

Mr. Parman. The steel business is very big, like the automobile 
business. | suspect a small steel plant, to start an operation, would 
have to use at least four or five thousand people. And vet it would 
be small. It would be a small business, because small business is a 
relative term. It depends upon the business that vou ave in. 

In the case of a peanut stand, of course, there are big ones and little 
ones. Kaiser was a little business when he started in the automobile 
business. Even Studebaker is little business compared to General 
Motors, Chrysler and Ford. 

So whenever you use the term it is relative in the particular type of 
business. 

Mr. Merritt. Where are we going to go, then, if we are going to 
deny the theory that Government is the impartial arbiter between 
various people, if we are going to say the Government is incapable of 
making fair judgments between all groups. Are we going to say that 
whenever we get two different groups, or different groups, we are 
going to have to set up a special agency to take care of the peculiar 
problems of each group and to fight for the interests of that group as 
against other Government agencies looking after the interests of other 
vroups. 

Where are we going to go on this? If we are going to give small 
business its own group, then I suppose we have got to break that down 
between various other people who might have conflicting interests. 
It seems to me the very theory of government is that government ts 
supposed to set up there and be able to referee between all groups. 
I am only asking for information, and am not stating a point of view, 
but Iam bothered about a concept that says that in the field of busi- 
ness, we have got to break the field of business down into categories, 
and then we bave got to arm each category of business with its own 
special governmental agency to fight its battles. 

When we do that, it seems to me that, first of all, we deny the very 
principles that government is supposed to stand for, and that is that 
it is the impartial referee between all people, and, second, if we are 
going to accommodate the small-business situation by the creation of 
a separate agency, then must we not also accommodate every indi- 
vidual group as they come up in turn? 

Mr. McDonoveu, Will the gentleman yield? 

Mr. Yes, sir. 

Mr. MeDonovaeu. I think you have stated a rather fundamental 
purpose of government operation, but at the same time in order to 
give impartial recognition to all groups and categories, you have got 
to delineate by breaking it down and giving administration to smaller 
groups. 

You do it in courts. You have a small claims court for small claims, 
where an individual may represent himself. You have it. 
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Mr. Merrity. But the judge docs not take a peculiar point of view 
based upon the fact that it is a little man. 

Mr. McDonoveu. But his jurisdiction is limited to the small man. 
A man cannot find an attorney and he goes in and represents himself. 

Even in municipal court you limit the jurisdiction to a certain 
amount. 

You break it down in other categories. 

We have recognized that fact in the Small Defense Plants Adminis- 
tration. We have recognized it in many other categories. I think 
you are right insofar as giving impartial consideration, but in your 
Impartial administration where you have such a broad picture that 
the fellow who shouts the loudest and has the biggest organization, 
and can afford to send a man to Washington to sit around for 3 or 4 
weeks to Just keep pounding away at that Department on that partie- 
ular business, he gets the consideration where the small-business man 
is denied it, and vou are thereby denying the smal! man a chance. 

- Mr. Parman. !t is the duty of government to meet these problems 
as they arise. 

At one time the shoe was on the other foot. 

The banks, railroads, and insurance companies, had a problem, 
and the Government had to meet that problem too, by organizing 
the RFC, just to take care of those three, banks, railroads, and 
insurance companies. 

That was big business. 

But it was necessary to take care of them, to help the little man 
and everybody else. 

It is the duty of Government as this problem arises, to take care 
of them. This problem has arisen. 

Mr. Srence. Mr. Chairman, I think if vou establish this organiza- 
tion vou will want to make it as impartial as possible. If you put it 
in one of the departments, Commerce, for instance, vou submerge 
them. 

They lose their importance, and their independence, 

I think it is very much better to make them an independent organi- 
zation, so that they may grow in importance, and so that the people 
may know where to go to bring their troubles to them, rather than 
put them in a department of the Government that not only has 
jurisdiction over these particular matters but over thousands of 
others, and where their importance will not be very great, and where 
they will be hard to find and difficult to give the relief to people 
that the people desire. 

The Cuatrman. Are there further questions of Mr. Hill? 

Mr. Murer. May I simply suggest to Mr. Merrill that one reason 
why both Houses of Congress set up a Small Business Committee 
was because Government could not do justice to small business, and 
it was the duty of the Small Business Committee in both Houses to 
investigate the facts and come back and report as we have done 
regularly as to what we could do to put small business on an equal 
footing in competing with big business. 

Mr. Merritt. I agree with the theory of the watchdog committee. 
I wonder, though, as to these arguments about having them separated. 

We just recently put health, welfare, and education in one Depart- 
ment. They are just as dissimilar as anything vou can imagine. 
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Mr. Mutter. We found from actual experience, even though each 
of the various departments set up a small-business division, that they 
were lost, and a small-business man was not getting any help The 
minute they were brought together in one agency, he began to get help. 

Mr. Merrit. | am not making an argument. I am just asking a 
question. 

The CHatrMan. Thank vou very much, Mr. Hill. 

Mr. Hini. Thank vou, Mr. Chairman, if you want me back again, 
will be happy to come at your call. 

The CHarrmMan. You may assume you will be subject to call. 
Mr. Hint. Thank you. 

The Cuarrman. Mr. Sheaffer, would it be possible for vou to return 
in half an hour or 40 minutes? We have a quorum call on the floor 
of the House. 

Mr. SHsarrer. Very well, Mr. Chairman. 

(Recess taken.) 

The Cuarrman. The hearing will resume. 

We will continue with the taking of testimony on H. R.5141. We 
have now with us Mr. Sheaffer, the Secretary of Commerce for 
Domestic Affairs. 

We are always glad to have you back with us, Mr Sheaffer. You 
may proceed with vour presentation as you see fit. 


STATEMENT OF CRAIG R. SHEAFFER, ASSISTANT SECRETARY OF 
COMMERCE FOR DOMESTIC AFFAIRS, ACCOMPANIED BY 
HAROLD B. CORWIN, DEPUTY GENERAL COUNSEL, AND KEN- 
NETH F. McCLURE, ASSISTANT GENERAL COUNSEL, DEPART- 
MENT OF COMMERCE 


Mr. Suearrer. Mr. Chairman, | would like to bring Mr. Corwin, 
Deputy General Counsel for the Department of Commerce and 
Mr. MeClure, Ascistant General Counsel, with me to advise on any 
details, 

The CuatrMan. We are very glad to have these gentlemen with us. 

Mr. SHearrer. | am Craig R. Sheaffer, Assistant Secretary. of 
Commerce. I am glad to have the opportunity of appearing before 
this committee to express the views of the Department of Commerce 
with respect to H. R. 4090. 

The general purpose of H. R. 4090 is to create a Small Business 
Administration to provide small-business concerns a single spot in the 
Federal Government to which they may turn for special assistance in 
obtaining Government orders for goods and money to enable them to 
tool up and fill such orders, and in solving technical and managerial 
problems arising in the operation of these concerns. 

Emphasis is placed in the policy provisions of this bill on the value 
of small business to our economy generally and to the preservation and 
expansion of free competition basic to our economic well-being and to 
the security of this Nation. This emphasis quite properly enlarges 
the policy concept underlying the Small Defense Plants Administra- 
tion, the activities of which were directed toward furtherance of the 
objectives of the Defense Production Act of 1950, as amended, from 
whence its authority comes. 
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We in the Department of Commerce subscribe heartily to the 
purpose of this bill and to the policies set forth therein. 

We also subscribe to the principle that there should be a single 
place in the Federal Government to which small businesses may look 
for assistance and that at this time such a place might well be an 
independent agency. 

We accept this view at this time when preoccupation with the 
extremely important tasks of getting on with the terrifie defense 
demands made on our country so burden the major agencies entrusted 
with responsibility for the performance of these tasks that they have 
been unable to insure that small businesses are given full opportunity 
to contribute their talents and to participate on an equitable basis in 
the Government procurement program. 

There will come a time when the demands on our country will be 
such that the intensity of our direction toward Government procure- 
ment for security will abate. 

At that time, in the interest of good Government organization and 
economy, there should be an integration of this program into a 
regular continuing agency of the Government. A need for a program 
will continue. 

The Department of Commerce, with its responsibility for fostering 
and promoting commerce and industry, would appear to me to be the 
appropriate agency to take up this job at that time and to devote its 
many resources to this task. 

Aside from broadening the applicable policy to enable assistance to 
be rendered small business in undertakings other than those rather 
directly connected with defense procurement, the bill is very similar to 
section 714 of the Defense Production Act. 1 believe that one prob- 
lem should be pointed out. 

It is public knowledge that the dissolution of the Reconstruction 
Finance Corporation is contemplated by the Congress and the execu- 
tive branch. When this liquidation takes place, authority, for making 
loans to small business will have to be vested in another agency. 

Recommendation on this point will be presented to you in the 
very near future as a suggested amendment to the bill. In the mean- 
time, it is our belief that the bill should be amended to establish 
general standards to be followed in the making of loans, and to estab- 
lish a Loan Policy Board consisting of heads of other agencies directly 
concerned, as well as the Administrator, to coordinate lending actions 
to the general policy of the executive branch, and to temper the 
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Provision may also be required in the bill to carry on those activi- 
ties which go hand in hand with a lending program, such as dealing 
with property which may be acquired in the course of such transac- 
tions. 

Finally, there are certain other provisions of H. R. 4090 which 
appear to warrant modification in the light of developments since 
introduction of the bill. In recent hearings on the extension of the 
Defense Production Act a rather limited program of allocation and 
priorities was outlined as necessary at this time. In general, the 
powers would be used to insure deliveries for the military and atomic 
energy programs. General control over distribution would be exer- 
cised only in the case of a few materials—nickel-bearing materials, 
cobalt, tungsten, molybdenum, and columbium—when the scarcity 
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of these materials and the demands for them by these programs would 
leave so little that control would be necessary to assure continued 
use for essential civilian purposes. This program appears to have 
been adopted by the Committee on Banking and Curreney of the 
Senate in reporting out a bill (S. 1081) to extend the Defense Pro- 
duction Act. 

Section 13 of H. R. 4090 appears to be at cross purposes to this 
program. 

It would apparently require general distribution controls when- 
ever the allocation powers are used. It is recommended that this 
provision either be modified in accordance with the corresponding 
provision of that bill, or that the corresponding provision of that bill 
be relied upon for the protection of small business, since that is its 
purpose. 

Chairman Hill of the Select Committee on Small Business of the 
House of Representatives, who introduced H. R. 4090, has recom- 
mended that certain modifications be made to the bill as introduced. 

These changes, which I understand have been incorporated in a 
committee print, have been brought to my attention. 

That is now H. R. 5141. 

The major difference between H. R. 5141 and the bill is the authority 
granted by the new bill to the Administrator to make loans directly 
to small businesses. 

I mentioned earlier in my statement that recommendations on this 
point will be presented to you in the very near future. 

The new bill also would delete present section 13 of the bill to 
which I objected above as contrary to the present program under the 
Defense Production Act. 

In conclusion, [ want to state again my approval of the purpose 
of the proposal before the committee today and, subject to your 
considerations of the recommendations | have made, the bill H. R 
4090 as changed by H. R. 5141. 

We are doing all in our power to assist small businesses because we 
recognize their importance to our continued economic well-being and 
will oe with the agency for small business in every respect 

ossible. 
. If we can be of any further assistance to you in attempting to reach 
our common goal, we will do everything we can. Our staff is available 
to work with the staff of the committee in developing language to 
reflect my recommendations or for other purposes. I thank you. 

The CuarrmMan. I understand, Mr. Sheaffer, that you have been 
working in close cooperation with the Small Business Committees of 
both Houses. 

Could you give us any ideas as to when you might be prepared to 
submit these recommendations with respect to direct loans? 

Could you do it in a day or so? 

Mr. Suearrer. We shall be glad to present that, Mr. Chairman, 
tomorrow. We have a meeting with those concerned—the Budget 
Bureau, the Secretary of the Treasury, and the Secretary of Com- 
merce—to iron out a technicality that the Budget Bureau has brought 
up and after we have done that, we will come to you, if it is your desire, 
with our suggestion. 

The CuarrMan. We will continue the public hearings through to- 
morrow and will probably go into executive session on Monday. We 
would like to have them by Monday. 
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Mr. SHEAFFER. Yes, sir, we will have them by that time. 

Mr. Mr. Chairman. 

The Cuarrman. Mr. Merrill. 

Mr. Merrity. Mr. Sheaffer, do you think that the Department of 
Commerce is incapable of making fair judgments between small busi- 
ness and larger business, in the event all of these activities were placed 
under one administration? 

Mr. Suearrer. No, sir, 1 do not. And that is not to say that we 
do not think small business needs special treatment and special con- 
sideration. 

To make the transition at this time, we feel, is not advisable. 

In the first place, we, as a department, are going through a re- 
organization that we think will place that department in a particularly 
fine position, with a small business staff, right at the top, as a col- 
laborative staff with this ageney, and to work right through what 
we hope to be the finest commodity division setup that is obtainable 
in the Government. 

Mr. Merriti. When do you think that will be completed, Mr. 
Sheaffer? 

Mr. Surarrer. We do not know. It is hard to say. It requires 
some reorganization consolidations, if it is to be effective, and if it 
is to save money. 

Mr. Merrity. Then, at that time, would you say that your de- 
partment would be then ready and qualified to include within its 
jurisdiction the activities of this Small Business Administration? 

Mr. SHEAFFER. Congressman Merrill, I hesitate to place a time 
limit on this. It seems to me that the time for a consolidation would 
be when the congressional leadership and the executive branch feel 
that we merit it, that the Department of Commerce can handle it 
advantageously, and to set a time on that, | think, at the present, 
is inappropriate. 

Mr. Merrity. Then you think that it is perfectly all right, as we 
deal with this present bill, to proceed on the theory that we are creat- 
ing an agency, as Mr. Hill stated, that will exist permanently, and 
as I understand the theory of this bill, we are creating something 
which is not to deal with the emergency created by war or defense 
production, but an agency that is to go on indefinitely performing 
services for small business, and do you agree that at the present time 
we should enact a bill that contemplates the continued and _ per- 
manent existence of this agency, separate from the Department of 
Commerce? 

Mr. SHearrer. No; that is the point we made clear. We think 
that whatever the language may be, that the time will come when it 
will be generally agreed by business, small and large, and small par- 
ticularly, and by the congressional leadership as well as the executive 
branch of the Government, that the Department of Commerce is the 
logical place for it. 

Mr. Merrixu. But you do not think we should make any provision 
for that transition to the Department of Commerce at the time this 
bill is passed? 

Mr. Suearrer. No, sir; I believe it would be unwise at the present 
time, because we cannot sav when it should be. 

Mr. Merritt. That is all, Mr. Chairman. 
The CuHarrmMan. Doctor Talle. 
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Mr. Tatute. Mr. Chairman, just one word. 

We are very happy to have vou here, Mr. Sheaffer. Your statement 
is clear, concise, and to the point, and | commend you for it. 

Mr. One other question, Mr. Chairman. 

The Cuatrman. Mr. Merrill. 

Mr. Merriti. Did this bill, H. R. 5141, include all the suggested 
changes that you wanted in H. R. 4090 or not? 

Mr. SHearrer. The one point that we are not clear upon is the point 
that | made a minute ago, and that is the loan agency, the technical 
handling of the loan agency. 

Mr. Merriti. That is what the chairman was asking you about, 
when you would present that? 

Mr. SHearrer. Yes. 

Mr. Merritt. Thank you. 

The CHarrMan. Mr. Multer, do you care to interrogate the witness? 

Mr. Muurer. | have no questions, Mr. Chairman. 

The CuatrMan. Mr. Sheaffer— 

Mr. Suearrer. Mr. Corwin has just called my attention to the fact 
that the amounts involved, as the top capitalization, or whatever 
term you use to indicate that, we have made no mention of that. 

We assume that that will be handled by the Congress. We would 
not want to be understood as being committed to any particular 
amount of capitalization. 

The Cuairman. Thank you, Mr. Sheaffer. 

That will conclude the hearings for this morning and we will continue 
the public hearings tomorrow morning at 10 0’clock. 

(Whereupon, at 12:10 p. m., the committee adjourned to reconvene 
at 10 a. m., Friday, May 15, 1953.) 
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FRIDAY, MAY 15, 1953 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Jesse P. Woleott (chairman) 
presiding. 

Present: Messrs. Wolcott (presiding), Gamble, Talle, Widnall, 
Merrill, Oakman, Hiestand, Spence, Brown, Patman, O’Brien, and 
O'Hara. 

The CHarrman. The committee will come to order. 

We will continue the hearings on H. R. 5141, with respect to the 
proposed Small Business Administration. 

Our first witness is Mr. George J. Burger, vice president in charge, 
Washington office, National Federation of Independent Business. 

Your may proceed, Mr. Burger. 

Mr. Parman. Mr. Chairman, may I say a word about Mr. Burger? 

The CHatRMAN. Yes, sir. 

Mr. Parman. Because of the time I will not say as much as [ 
would like, but I will say this: I have known Mr. Burger for over 20 
years, and he has always been on the right side so far as small independ- 
ent business has been concerned, against monopoly. He has been an 
effective fighter, over the period of the time that I have had the 
privilege of being in Congress, over the last 24 vears, and I believe he 
is a man to be trusted, sincere, and honest in his desires, and he has a 
great deal of ability. I know he will be very helpful to us. 

Mr. Burcer. Thank vou. 

The CuarrmMan. We are very glad to have you, Mr. Burger. You 
may proceed. 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT IN CHARGE, 
WASHINGTON OFFICE, NATIONAL FEDERATION OF INDE- 
PENDENT BUSINESS 


Mr. Buraer. I am George J. Burger, vice president in charge of 
legislative activities, National Federation of Independent Business, 
352 Washington Building, Washington, D. C. Our national head- 
quarters are located at Burlingame, Calif. 

Our membership is composed of small, independent businessmen— 
retailers, wholesalers, and manufacturers —in all lines of endeavor, and 
of professional people. We have the largest individual, directly sup- 
porting, membership of any business organization in the Nation. 

With regard to the present bill, H. R. 4090, now up for considera- 
tion before the Committee of Banking and Currency, | wish to state 
that at the very moment a nationwide poll of our members made up 
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exclusively of independent business and professional men, is being 
made on the above bill, and I would like to ask permission if, upon 
receipt of the nationwide poll the hearings have not been closed, to file 
with the committee the results of this nationwide poll. 

It is our understanding that the proposed bill sets up a permanent 
small-business administration. Of course, in this, or any other action 
on the part of the Congress to protect small business of this Nation, 
we, speaking for independent business and professional men, are under 
direct mandate of our nationwide membership to support. 

We also understand that the proposed bill provides that loans will 
continue being made to small business through the agency of the 
Reconstruction Finance Corporation. 

However, upon concurrent action by the Congress in approving 
this legislation, or amending the proposed legislation, we urge that 
some procedure be instituted for the continuance of financial aid to 
small business where such aid is impossible to secure through local 
banking facilities. 

There is an important aspect in the proposed legislation in which 
we are vitally interested, and that is if this new agency is created by 
the Congress it will stand as an independent agency being subject to 
no control, or a part of the Department of Commerce or any other 
present Federal agency. 

Mr. Chairman, I think the committee is entitled to know why we 
make that statement. 

We have respect for the Department of Commerce, but when it 
comes to small business, by past performances, we are a little bit 
doubtful as to their sympathetic feeling to small business. 

I ask that this proposed legislation set up an independent agency, 
recalling at the time of the Murray-Patman bill—I think then it was 
known as the Smaller War Plants Corporation—by concurrent action 
in the Congress, it was made subject to the War Production Board, 
and in reality, that stymied or reduced the effectiveness of that agency 
for a time. 

Secondly, in regard to the Department of Commerce, in my official 
position, now in its sixth year, as vice president of the national federa- 
tion, some incidents took place down there which have been of a 
disturbing nature. 

I recall distinctly being on one of my annual visits to the head 
office of the federation at Burlingame, Calif., and being notified there 
that morning that either the United Press or Scripps-Howard was 
trying to reach me from Washington. 

I put in the telephone call to return the call. 

They asked me what was our view on a report that came out from 
the Small Business Section of the Department of Commerce, in sub- 
stance recommending a modification or suspension in regard to the 
antitrust laws. 

I immediately said, as far as the federation was concerned, we 
would oppose any such action. “Well,” they said, ‘“‘we thought that 
would be your position but we wanted to have it officially.” 

Some little later I had reason to visit with that section of the Depart- 
ment of Commerce. 

I believe their office was at the Federal Home Loan Bank Building 
down on Indiana Avenue. 
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I asked the Department, did they ever make any such release. 
They could not find it. 

But after a thorough investigation, they did find it. 

It was apparently an interoffice communication, signed by, then, 
the Small Business Advisory Board to the Department of Commerce, 
and that was not for public information. 

Nevertheless the press did have it. 

The second episode: The Department of Commerce has what they 
call a business advisory group, made up of 160 or more leading indus- 
trialists in the United States, representing the biggest industries. 

They mect every so often, either at Sea Island, Ga., or, the last 
time, at Hot Springs, Va. 

In their report to the Secretary of Commerce they recommended, 
in substance, modification or suspension of the antitrust laws. 

That was the recommendation to the Secretary of Commerce. 
Their last meeting was at Hot Springs, Va., less than 2 or 3 weeks ago. 
I believe in the meeting previous to that they recommended that a 
conference section be set up in the Department of Justice, so that 
industry would be able to shape its sales policies in conformity with 
the antitrust laws. 

Well, Mr. Chairman, and members of the committee, I am not a 
lawyer, I am a retired small-business man and I had reasons, in the 
basing-point legislation, before the Senate Committee on Interstate 
and Foreign Commerce, and before the Senate Judiciary Committee, 
to discuss this basing-point situation, and I find nothing in that law, 
or ruling of the United States Supreme Court, that would prohibit 
any producer from selling his merchandise f. 0. b. plant or f. 0. b. 
destination. 

Now when this basing-point matter was up, we, being members of a 
small-business advisory group to the House Small Business Com- 
mittee, visited with the Secretary of Commerce. 

We left with him all our briefs, which he requested, and within 15 
or 20 minutes our information was that he had telephoned the Presi- 
dent of the United States, that he favored the basing-point legislation. 

Now small business has no grievance with big business. All we 
want to do is to compete on fair competitive terms and that is the reas- 
that [ say, with no disrespect to the overall Department of Commerce, 
that we would not want to see this legislation be at any time an ad- 
junct or auxiliary of the Department of Commerce. 

Another very important aspect of the present legislation which we 
would like to have permanently in the record, is that in no manner or 
means would this new agency supplement or disturb or reduce the 
present successful help of the Small Business Committee of the Con- 
gress as we hold to the premise that these Small Business Committees 
of the Congress have been invaluable in protecting small business and 
our overall economy and they therefore hold, in the thinking of small- 
business leaders the No. 1 spot in aid and definite insurance to the 
future of small business of this Nation. 

In conclusion, we agree in general principles on the proposed legis- 
lation. 

The Cuarrman. Thank you, Mr. Burger. 

Are there questions? 

Mr. Mr. Chairman. 

Mr. Oakman. Mr. Chairman. 
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The Cuarrman. Mr. Oakman. 

Mr. Oxkan. In your opinion, Mr. Burger, what has been the effect 
of the excess-profits tax on small business? 

Mr. Burcer. We are at the moment, Congressman, in support of 
the H. R. 1 bill, the Reed bill. 

Mr. Oxkman. Of course, but that does not deal with the excess- 
profits tax, does it? 

Mr. Burcer. Of course small businesses, in most cases, don’t run up 
into the excess-profits tax. They do at times, but I am in no position 
to speak officially for the federation until that mandate vote is given 
by its nationwide membership. 

Mr. Oxkman. Are vou taking a vote on the excess-profits tax? 

Mr. Burecer. We have already voted on the Reed bill, and the vote 


was overwhelmingly in favor of the adoption of H. R. 1. And I may 
be wrong but I believe that provides for some provision on the excise . 
taxes. 

Mr. Oaxman. But did you in addition to that take, or are you tak- 
ing a poll on the excess-profits tax? 

Mr. Burcer. Yes, sir. 

Mr. Oaxman. That is now being done? 

Mr. Burecer. That is in consideration at the present time. 

Mr. Merrite. Mr. Chairman. 

The CHarrman. Mr. Merrill. 

Mr. Merritt. When you speak of the actions of the Department of 
Commerce, Mr. Burger, as I analyze them, first of all, when you talk 
about the Secretary of Commerce making a decision without looking 
at vour briefs—and I would be outraged, too, if that happened to 
me—it seems to me that is clearly the operation of a biased person, if 
that is what happened—but it looks to me as if that and the other 
complaint that vou have made are really complaints against the type 
of personnel that has been operating the Department of Commerce in 
the last few vears of your experience. Isn’t that right? 

Mr. Burger. I would say during my last 6 years in my official 
position as a vice president of the National Federation of Independent 
Business. 

Mr. Merriny. That is right. From your experience, it is pretty 
obvious that the personnel that dominated the Department of Com- 
merce in the last few years was heavily balanced and heavily preju- - 
diced in favor of big business. 

Mr. Burger. There isn’t any question in my mind as to that. 

Mr. Merritt. It seems to me, therefore, that probably your com- 
plaint is against the type of personnel operating in the Department of , 
Commerce, rather than against the idea of the Department of Com- 
merce itself, and do you not think that probably the solution to the 
complaints that you raised, the solution to the specific injustices which 
small business suffered, the correction of that would come from a 
changing of the personnel, changing from personnel with a philosophy 
that we are supposed to champion big business and harm little business, 
to eliminate that kind of personnel and putting into the Department 
of Commerce personnel that recognizes that the function of Govern- 
ment is not to be prejudiced either to big or little business but to be 
fair to both. 

Don’t you think that prebably would be the solution to the problem? 

Mr. Burger. That would be our hope and expectation, Congress- 
man Merrill. 
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Mr. Yes. 

Mr. Burcger. But I want you gentlemen of the committee to under- 
stand that I have had, as Mr. Patman said, some 20 vears of experience, 
both in my capacity as a member of the rubber-tire industry for 44 
years, and in my capacity as a member of the Independent Business- 
men’s Association, and we must not overlook the fact, to the credit of 
the Congress, that in creating these Small Business Committees, 
beginning, I believe, in the fall or spring of 1941, that most of these 
Government agencies were not cognizant of the overall basic problems 
of small business, until these Small Business Committees of the Con- 
gress were instituted, which suddenly threw new life into the agen- 
cles, in setting up sections in their departments to take care of the 
problems of small business. 

Mr. Merrrity. Yes, sir, | think you are right. I think you have 
hit at one of the greatest weaknesses of the past administration, that 
was in power for 20 years, namely, that they seemed to think that 
their mission was to represent either one group or another group, 
instead of representing everybody. If you happened to be in a capac- 
itv where you dealt with labor, the function seemed to be to fight 
wholeheartedly as a partisan for labor. If you happened to be in 
the Department of Commerce, your function seemed to be to fight 
for big business. 

If vou happened to be in some other agency, say in the Veterans’ 
Administration, your function was to fight wholeheartedly and 
blindly for the sole advantage of the veteran without relation to the 
veteran's responsibility to the total group. 

But don’t you think that it is possible to change that philosophy 
in Government and to introduce into Government, personnel having 
the concept that government is not supposed to divide itself up into 
tongs, you might say, fighting the battles of special groups as against 
one another, but that government is supposed to take the impartial 
attitude of refereeing between all people, Don’t you think so? 

Mr. Burcer. It should be, Congressman Merrill, but when we 
faced the situation that was told to the public at large at a committee 
hearing of the Senate Civil Service Committee, on February 13, 1947, 
by the then Assistant Attorney General, the Honorable Wendell 
Berge, when he told that committee that for 35 years the administra- 
tions had given merely lip service to the enforcement of antitrust 
laws, and the administrations during that time being made up of 
political leadership, the Federation must always hold to a nonpolitical 
aspect, but by the same token, we were not recognized, irrespective 
of who the administration was. 

Mr. Merrity. I agree with you on that. And I think that regard- 
less of which party is in power, whenever that party betrays the con- 
cept that you have just discussed, that then that party should be 
turned out; should it not? 

Mr. Burcer. That is correct. 

Mr. Merriuy. Let me ask you this, though: You have pointed up 
this problem. You have said that at least in the last 20 years, or in 
the last 6 years of vour experience, big business had taken over the 
Department of Commerce. 

Mr. Burcsr. That is my opinion. 

Mr. Merritt. And that decisions were rendered in favor of big 
business, even to the point that they would not even read the briefs of 
the federation. 
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Mr. Burcer. That is correct. 

Mr. Merritu. Do you think it is wise, considering human nature 
to be as it is, for small business—and I think we should remember 
this, small business has the real strength, has it not? 

Mr. Burcer. Four million or more. 

Mr. Merriti. Yes; if you want to get crude and talk about just 
cold-blooded politics, you have got the strength if you want to use 
it, as against big business. 

Mr. Burcer. Constructively, yes, sir. 

Mr. Merritt. Do you not ‘think that it may be unwise for small 
business to surrender the Department of Commerce to big business, 
and take, for its own domain, a lesser agency, just an administration, 
not a Cabinet post, not a department, and then try to fight, we will say, 
from some sort of an “offshore” position, while having abandoned the 
power of the Department of Commerce to bit business, as you say it 
has been abandoned in the past? 

Do you not think that it might be wise for the overwhelming num- 
bers of small-business men to come in and demand, as they can 
demand, that the Department of Commerce be truly representative 
of little business as well as big business, so that your spokesman on 
the national scene is really a Cabinet officer, sitting down each week 
with the President, rather than having that Cabinet officer apparently 
speaking for big business, while your representative, as the admin- 
istrator of an independent agency, sits over on the fringes and cries 
out about the injustices? Do you not think there is a real danger 
in little business accepting the philosophy that we are going to 
abandon the Department of Commerce to big business, while we 
accept a position, as I say, fighting from an offshore position, sniping, 
at big business, that holds the position where their representative 
sits in the Cabinet? 

Mr. Burger. Congressman Merrill, I think this much: I think 
the time has come—and I am glad that Congress is recognizing it 
more and more every day, and it all goes back to the constructive 
actions of the Small-Business Committees under the leadership of 
Wright Patman, James Murray, Walter Ploeser, the late Kenneth 
Wherry, God rest his soul, and the present chairman, William Hill, 
of Colorado, and Senator Thye, of Minnesota—I think that for the 
time being we might be like from Missouri. We would like to see 
it tried out in the way we recommend for the time being, before we 
make any commitments. We hold no disrespect for the overall 
ability of the Department of Commerce. But we believe for the time 
being it should stand just as provided in this bill. 

In fact, the President of the United States, as a candidate, in 
August of 1952 2, wrote Mr. C. Wilson Harder, federation president, 
and I am quoting from memory, though I have a copy of the original 
letter, that in regard to the Small Defense Plants Corporation, he 
said, in plain words, that he would see that it would remain a separate 
independent agency, and he also said that he would consistently confer 
with the Small Business Committees of the Congress for their guid- 
ance. 

Mr. Merritt. I do not disagree with you. The burnt child always 
backs away from a stove, and I would say, considering your treatment, 
in the last 6 years, I do not blame you for having ‘the attitude of a 
man from Missouri. 
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But will you not agree that if it would be possible to have Govern- 
ment forget the idea of being prejudiced toward one side or another, 
if we could get a philosophy in Government that Government speaks 
for everybody and is the impartial arbiter, would you not agree then, 
that if you could be shown that that new philosophy has come into 
Government, that little business would be better taking a powerful 
and influential part in the total program of the Department of Com- 
merce, rather than being off by itself in this secondary position of 
being represented by an administrator? Assuming we could bring 
that kind of philosophy into Government. 

Mr. Burcer. | would agree if we can. 

Mr. Merritu. Yes, sir. 

Mr. Burcer. And I do not want you to think that we are singling 
out just the Department of Commerce, because I do not like to make 
the statement, but we have a similar feeling, to a degree, with respect 
to some of these antitrust agencies. 

Mr. Merriti. Again you are right, and I think this: Small business 
will be doing a great service to the Nation if they stand in there and 
fight, and insist that antitrust laws be made strong and etfective, and 
1 would say that you have got the numerical strength and the popular 
support behind you, so that if you fight that battle well, you will 
certainly succeed. 

Mr. Burcer. Thank you very much. 

Mr. Merritt. Thank you, sir. 

The Cuatrman. Dr. Talle. 

Mr. Tauue. Mr. Chairman. Mr. Burger, there is one sentence in 
your testimony that I would like clarified. It is on page 2: 

There is an important aspect in the proposed legislation in which we are vitally 
interested, and that is if this new agency is created by the Congress it will stand 
as an independent agency being subject to no control, or a part of the Department 
of Commerce or any other present Federal agency. 

Mr. Burcer. That is right. 

Mr. Tauue. Will you clarify what you mean by the words, “subject 
to no control’? 

Mr. Burcer. It will stand as a separate, independent agency and 
would not be subject to a similar control that I cited in my remarks, 
that existed in the then Small Defense Plant Admimistration, when 
the War Production Board had the veto power. 

Mr. Parman. That was Smaller War Plants Corporation. Exactly. 
It lost its effective use, the minute that control came over that agency. 
It was not the intent of the makers of the resolution that that should 
happen, but it did happen. That is the only reason I say that. 

Let it stand separatefy as an independent ageney, such as the 
Department of Commerce, the Federal Trade Commission, the 
Department of Justice, the Department of Labor, or whatever it 
might be. 

Mr. Tatue. What [T wanted to make clear, Mr. Burger, was, the 
meaning of the words, “subject to no control.” 1 think I know what 
you mean, but unless clarified, the words could mean no control by 
the Congress. 

Mr. Burcer. That is right. The Congress would control. 

Mr. Tatts. You do not mean that it would not be subject to control 
by Congress? 
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Mr. Burger. Oh, by all means Congress must be the dominating 
influence on any agency, to see to it that the law is administered as 
Congress gave it to them. That is what I meant. 

Mr. Tauue. Thank you. 

The Cuarrman. Mr. Burger, we will give you permission to put 
the results of your poll in the record of hearings when the poll is 
completed, 

Mr. Burcer. Thank you very much. 

The CuatrMan. If there are no further questions, thank you very 
much, Mr. Burger. 

Mr. Burger. Thank you. 

The CuatrmMan. We have with us next Dr. E. C. Welsh. Doctor, 
would you identify yourself for the purposes of the record and proceed? 


STATEMENT OF DR. E. C. WELSH 


Dr. Weusu. | am Edward C. Welsh, and until yesterday was 
assistant to the Administrator of the RFC. I think a little more 
detail of my background is available to the chairman and the com- 
mittee. 

My residence is 438 Bellevue Drive, Falls Church, Va. 

Mr. Parman. May I state, Mr. Chairman, that Dr. Welsh bas had 
a lot of experience in Government and outside of Government. He 
has a good educational background, has had a great deal of Govern- 
ment experience, such as on ‘the National Resources Committee, the 
temporary National Economic C ommittee, Office of Price Adminis- 
tration, Department of the Army, National Security Resources Board, 
and Reconstruction Finance Corporation. 

He has been charged with the duty of doing something about the 
scarcity of tin, and although it does not relate to this particular 
problem, it is quite interesting to know what he was successful in 
accomplishing in that regard. 

I will not go into that, Mr. Chairman, but I ask consent to insert 
in the record a statement concerning Dr. Welsh. 

The CuatrMan. Without objec tion, that may be done. 

(The information is as follows:) 


Epwarp C. WELSH 


Age: 43; born in Long Vallev, N. J., 1909. 

Education: AB (Lafayette College), MA (Tufts College), Ph. D. (Ohio State 
University); magna cum laude, Phi Reta Kappa (national scholastic honorary), 
Beta Gamma Sigma (national business administration honorary), Pi Delta 
Epsilon (national journalistic honorary); major field, economies. 

University faculties: Twelve years on university faculties, in economics 
departments, taught pricing policies and theory, money and banking, international 
trade and finance, etc. 

Government experience: National Resources Committee (1937), Temporary 
National Economie Committee (1940), Office of Price Administration (1942-47), 
Department of Army (1947-50), National Security Resources Board (1950-51), 
Reconstruction Finance Corporation ). 

Positions and activities: 

(a) Published and unpublished studies on tariffs, price rigidities, steel prices, 
sulfur prices, petroleum prices, copper prices, antitrust and monopolies in Japan, 
private interprise in Japan, Government aid to business expansion, ete. 

(b) Economist for National Resources Committee and temporary National 
Economie Committee. 

(c) Regional price executive (OPA) for Ohio, Michigan, West Virginia, Ken- 
tucky, and Indiana. 
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pr Director for price operations for all regions in United States of America 
). 

(e) Deputy Administrator (OPA) and Assistant Commissioner (OTC). 

(f) Chief of Antitrust and Cartels Division in GHQ in Japan (Department of 
Army). 

(q) Member of Fore sign Investment Board in Japan. 

(hk) Responsible for financial reorganization of over 4,000 bankrupt companies 
in Japan; for establishing efficient operating companies in dividing Japan’s 
largest monopolies; for dissolution and disposal of millions of dollars’ worth of 
assets of Japanese ¢ companies ; for sale of over 150 million shares of stock in several 
hundred companies in Japan; for bank loans, ete., of over 1,000 Japanese 
companies, 

(¢) Honored by Army (Supreme Commander of Allied Powers) for major 
contributions to development of private enterprise in Japan. 

(j) Assistant to Chairman of NSRB and economic adviser; temporarily 
Acting Chairman. 

(kK) Assistant to Administrator of RFC and policy adviser; temporarily Acting 
Administrator. 

(1) Supervised staffs, either directly or through subordinates, up to 10,000 
people, 

The Carman. You may proceed, Dr. Welsh. 

Dr. Wetsu. | have not prepared a written statement. T have 
jotted down a few points which T hoped might be of some interest to 
the committee, and then [ would like to be useful to you in answering 
any questions vou might have, 

Lam suddenly in a rather objective position, and T want to add to 
that, to explain one thing, that I think it is quite reasonable for a new 
administrator to be in position to, and to take advantage of the 
position, of using only policy advisers. [I wanted that to be clear, 
with respect to the sudden change. 

By way of introduction, | want to state that T favor a Government 
lending agency, generally, because | think it is essential to private 
competitive enterprise, and not because | think the Government 
should engage in any unnecessary activities, whether it be lending or 
otherwise. 

I also want to state, in preliminary fashion, that I do not favor any 
grants. These loans made by the Government should be made with a 
reasonable assurance that they will be apa. and also that they 
shouldn't be made just on the basis of size. 

[ mean that, that just beeause a company is a small company it 
doesn’t necessarily therefore automatically merit the use of Govern- 
ment funds. There should be maintained a public interest poliey for 
determining the conditions under which Government loans should be 
made, and even though they are small companies, they should have to 
meet those standards of publie interest. 

I believe also that a Government lending agency should be flexible 
so that it can adjust to changing economic conditions. In saving 
that I also feel called upon to state that the existence of a Government 
agency, lending agency, should ordinarily not be threatened. It 
ought to be known to continue to exist, as uncertainty is a serious 
matter in any kind of a credit organization. 

So it should be flexible, and the policies should be changed from 
time to time as the economy calls for it, rather than threatening it 
from the standpoint of whether or not it will be allowed to continue. 

Now, not as a matter of philosophy but just as a matter of statement 
of facts I would like to list a few reasons as to why we need Govern- 
ment loans, no matter what the name of the agency Is. 
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Credit is not always available from private sources on reasonable 
terms. That is just a matter of fact. 

First of all, there are legal limitations. The amount of lending 
which any individual bank can make to any individual company 
varies. As the value of the dollar changes, those legal imitations 
run contrary to the needs of small business. 

So that it isn’t always a fact that a bank doesn’t want to make a loan 
to a small company, but it is often the fact that they are not in the 
position to make the loan because of legal limitations. I would cite 
that or back it up with the fact that 30 percent of all the loans which 
the RFC has made do have some bank participation in the loans—30 
percent of the number made, which indicates that the banks were 
interested in participating, or making loans to those particular 
companies, but they for some reason were not in position to make 
the whole amount of money needed available at the time, and it is 
almost a serious matter, in fact sometimes more serious a matter, 
of giving a company too little money, after having judged the need 
carefully, as not giving them the need at all, because you are simply 
expanding their debt without giving them the amount of funds 
needed to perform a useful purpose. 

Another reason for the need for Government lending is the fact 
that many private banks do not find themselves in the position, or 
care, to make loans with a term as long as is needed for some small 
businesses. The term is too long for them to handle. They like to 
keep more flexible, or more fluid, and, as a consequence, some rela- 
tively long-term loans—I am just talking about 5-vear loans or 10- 
vear loans—are not available at all, from some portions of the private 
yanking structure. 

Another reason is that many banks don’t care to make loans to 
small businesses, or small communities, because there is no estab- 
lished or satisfactory past earnings record. There may be reason 
for that or there may be very poor credit reasons for that, but the 
mere fact that a philosophy or a position of established credit, 
established earnings background, often prevents an individual from 
obtaining a needed loan. 

That is particularly true, incidentally, in) small communities. 
The public agency type of loan which the RFC has been making, 
where investment banks and others in private financial sources are 
just not available. They want to wait until they have found that 
project has become seasoned, and find out that it will earn, and 
then private financing is usually available. But you have to take 
the first step to make the loan, and get the project under way, and 
most of the projects of that nature, as far as the RFC is concerned, 
are water facilities, sanitary facilities, sewage disposal, and that sort 
of thing, for small communities that can’t finance otherwise. 

As an illustration or factual bit of statistical background for that, 
I believe that the RFC has made about a billion and a half dollars’ 
worth of loans to public agencies, aside from their private business 
loans, and those have been liquidated down to something like 23 or 
25 million dollars, to show you that the loans are made, they are 
held for a while, they are seasoned, and then they are sold to in- 
surance companies, investment banks, sometimes back to the 
communities, and so forth. 
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Another brief point, if Iam not taking too much of your time,"as"a 
reason for failure of private funds to be available to small companies, 
is the fact that many people have a brick-and-mortar philosophy with 
regard to lending. They like to have established collateral, a building 
or something against which a loan can be made. 

I think that potential earnings are certainly a much sounder basis 
on which lending ought to be done anyway, but the brick and mortar, 
amount of collateral, often may not be sufficient for a small company 
to obtain the necessary funds, particularly in an expanding economy, 
or in a period of rising prices. 

It occurs to me also that I have heard various public statements 
and other indications that there were some people who wanted to 
abolish the RFC. 

As I say, in the position I am presently in, I feel I can make some- 
what of an objective comment on that. 

It seems to me that the pro and cons on that are the type of thing 
that should very well be settled within a committee of this sort, where 
you are hearing the sound points, the problems, and the issues regard- 
ing small business, rather than on many of the grounds which are so 
frequently published. 

The question of economy, and things of that sort, don’t quite fit, in 
my judgment, any reasons for abolishing or not abolishing the RFC. 
I am not talking about the question of the name of it. I am talking 
about the question of a similar type of Government lending organ- 
ization, 

The RFC has made money, after paying all expenses. It is not 
necessary to tell you gentlemen of the committee that it doesn’t get 
an appropriation from the Congress to operate. | was interested in 
preparing a little summary statement, as Mr. McDonald just left the 
Corporation, to indicate that it paid under his 13 months approxi- 
mately about $73 million into the United States Treasury. That, of 
course, is over and above the expenses of operating, rent, salaries, and 
so forth. 

It also has a staff of competent and experienced personnel, which L 
would hope consideration would be given to no matter what organiza- 
tion or name would be established, toward retaining that type of real 
experienced credit people—not only experienced in the sense of the 
knowledge of credit, but also experienced in the sense of having con- 
tinuously been in contact with the problems of small business in re- 
spective parts of the country. 

It isn’t as if the RFC just had contact with small-business people 
when a loan was authorized. For instance, during fiseal 1952, I 
happen to recall that RFC had some 40,000 inquiries for financial 
advice and assistance, very few of which actually developed into actual 
loans—knowledge of how to set up their sumple bookkeeping systems, 
and things of that sort, so that they would be in a sounder credit 
position, even without increasing the amount of their debt. 

Another argument in regard to the RFC, or a similar type of or- 
ganization, is the disaster loan program, which I think hasn’t been 
given quite as much attention in any of the bills that 1 have looked 
at here. During fiscal 1952 | know that 80 percent of all the loans 
which the RFC authorized were to disaster victims, throughout some 
23 States. 
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During this past vear, for earthquakes, floods, and that sort of thing, 
disaster vietims were assisted by loans from the RFC—manvy of the 
loans being very small, but nevertheless they were available and avail- 
able promptly immediately after the disaster hit. 

I also wish to suggest that one of the problems that merits some 
consideration in regard to the continuation of a lending organization 
is the question of administering, supervising, the loans that have 
already been authorized, to make certain that public money is care- 
fully looked after, even if it has already been loaned. And the RFC 
has appriximately 8,0CO small business loans out at the present time, 
many of which call for a fair amount of continued supervision — 
supervision not of the management type, in the sense of making bus- 
iness decisions, but supervision as to the proper use of the funds and 
continued supervision to see that there is proper repayment, adjust- 
ment from time to time of conditions of loans to mect changing 
conditions of the companies, particularly in regard to conversion, to, 
say, defense activities, or different types of activity on the part of the 
companies. 

So that I think some attention should be given to the eareful ad- 
ministration, and probably, most prac ‘tically anyway, by the in- 
dividuals who now know those companies and the eredit conditions 
under which the loans were authorized. 

There will be some inefficieney and delay if vou have such a switch 
in the people there. Lam not talking about top side, but the credit 
people that actually dealt with the company. 

One other little group of notes, and then, gentlemen, T hope I 
may be useful in answering question. 

In examining some of the legislation, and particularly the legislation 
that is under vour consideration, | have some general comments to 
make. 

First of all, I feel that personally there is a great deal of merit in 
keeping the lending function of the Government separate from the 
function of procurement contracts or other needed assistance and 
euidanee to small business. | will be glad to expand on that, if vou 
like, but I think there is just some merit in keeping a lending organi- 
zation, as such, pretty well specialized in lending and not also in seeing 
who gets what business. 

1 then refer to an ageney set up to assist small business, such as 
vou have in the SDPA at the present time. Its functions in the 
lending field are relatively shght. During the past 14 months, 
about 8 percent of the loans the RFC has made have been under 
section 714 of the Defense Production Act, and 88 percent were 
just regular loans to small business under the RFC Act, and 8 percent 
were under section 302 of the Defense Production Act—just a very 
tiny number of civil defense. 

But a special ageney for small business, such as you have at the 
present time in SDPA, aiding in other respects than lending, does 
have this authority, and I note some reference to it in the legislation 
before vou, to the issuance of a certificate of competency for contracts, 
to make certain that a small-business man is considered, and as a 
matter of fact, given, if he is otherwise qualified, certain defense 
contracts. 

That, as at the present time, is a weakness in the legislation, where 
one agency goes on record as saying, “This firm is competent to get 
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such and such a contract,” and savs it is financially competent as 
well, and then turns to another agency of the Government and says, 
“Will vou please make a loan to it?” 

We have worked it out pretty well between the RFC and the SDPA 
so that those loans were granted, but there was delay and uncertainty 
on the part of the agency after it had certified as to the competency 
of the corporation or company. 

I think that certainly the agency which has the authority to issue 
a certificate of competency should have the authority, for that spe- 
cifie case, to direct a lending agency to make that particular loan. It 
apparently was the intent of the Congress in giving authority for 
issuing certificates of competency to have the people in that agency to 
be of such sufficient competence and ability to judge when the Vv 
should or should not issue the certificate, and then when the funds 
should be made available, provided the funds are not available from 
private sources, and that, of course, applies to any Government lend- 
ing. I have also the suggestion that the authority to guarantee pri- 
vate bank loans, on a case-by-case basis might well be included in the 
authority to an avency to grant direct loans. 

At the present time the RFC has a guaranty authority, in the sense 
of bank participations and deferred participation pretty much the 
same as a guaranty. You have, however, throughout the Govern- 
ment other agencies involved in guaranteeing private bank loans. 

It seems to me the Congress would be in a much better position to 
see whether the financial assistance to small business was being carried 
out as it intended and to see whether or not the Government as a whole 
were first checking to see whether private funds were available by 
direct loans, w ithout a guaranty, then with a guaranty, and only as a 
last resort, direct Government funds loan, if the same agency were 
responsible for doing all of those, because in each ease you could eall 
upon the same individual to show that those steps were taken, rather 
than different agencies. 

I think that would eliminate duplication, and it would keep trained 
ereditmen on credit work, lessen delays, and otherwise have the 
advantages which I have pointed out. 

I also suggest, although I know it doesn’t quite fit with some ideas 
that have been presented recently, that there is dubious merit in 
having in the legislation a specific limitation on the size of a loan to 
be granted to any individual company. 

I suggest that because of problems of inequity that come up, where 
an individual with exactly the same problem, exactly the same merits, 
exactly the same opportunity to obtain Government contracts, for 
instance, needs $90,000 to do it, and he can be authorized, and another 
one who needs $110,000 couldn't be authorized. 

It seems to me one has to have a certain amount of confidence in the 
competence of the members of the Government that are administering 
the lending operation, to make certain that loan is not made on the 
basis of size, but made on the basis of the policy, limitations on policy. 
as to whetber or not any loan should be granted. That seems to me 
of much more significance than whether it should be this size or that 
size—partic ularly since there are changes in the value of money, the 
size gets out of kilter. 
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I don’t think we are in position to set an arbitrary formula, either 
as to how much should be loaned any particular company, or as to 
the overall size of loans for a corporation or company. 

We did propose here recently, and have put into effect, in the RFC, 
limitations for loans under a million dollars, which was that a special 
form be devised for any applicant who wants to obtain more money 
than the limitation, whatever it would be. He would just file a small 
one-page form indicating the purpose for which the loan was asked, 
and that would be passed on by a policy group, before he even had to 
go through all the trouble and expense of filing a more elaborate form, 
and it could be passed on, not on the size of the matter, but on the 
purpose of it. 

I simply leave that as a short suggestion to you. 

1 also have, I think, indirectly, suggested that any legislation 
should make provision, it seems to me, for the disaster loan program, 
or for a disaster loan program of some sort, and also for loans to 
public agencies, small communities that can’t obtain funds otherwise. 

For an individual who didn’t have a statement to make, | hope I 
haven’t unduly taken your time, but those are the comments that I 
wish to make, Mr. Chairman. 

The CHarrmMan. We are very glad to have them, Dr. Welsh. 

Are there any questions of Dr. Welsh? 

Mr. Parman. I don’t want to take up too much time, Mr. Chair- 
man, but I do want to ask one or two questions. 

If vou will notice, in this bill, Dr. Welsh, the policy group that is 
proposed in Mr. Hill’s bill will be composed of the Administrator of 
the Small Business Administration, the Secretary of Commerce, and 
the Secretary of the Treasury. Do you think that would make a good 
policy group? 

Dr. Wexsu. It depends on who is in each one of those positions, 
but assuming the quality of the people there, I think the spots from 
which they are taken makes them an excellent choice, yes, Treasury, 
Commerce, and of course, the Administrator, as a policy group, as | 
understand it, but not a group to act on each individual loan case, 
but somewhat the same as the present loan policy board. 

Mr. Parman. That is the way I understand it. Just broad, general 
policy and not to pass on any individual loans or individual actions 
on any loans? 

Mr. Weusu. Yes. 

Mr. Parman. But to set the rules of the game, the general rules of 
the game? 

Mr. Wetsu. Yes. 

Mr. ParmMan. It occurred to me that would be a good way for it to 
be handled. Then neither one, except the Administrator, would have 
any direct control over the administration. 

Mr. Wetsnu. I suggest, Congressman, that there might be some 
merit to the provision—it might not be legislative, but when rules are 
established by such a group, there might be some provision that before 
they are put into effect they could be presented to a committee of this 
sort, not to pass on, but to discuss, if necessary, before they are in 
circulation, and advertised and so forth, throughout the country, to 
the banks and to the agencies. 

Mr. Parman. Yes, that is a good idea, to be filed with special 
congressional committees in the Congress that have to do with the 
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legislation. I think that is an excellent idea for consideration. J am 
glad you brought it up. 

Now about these cities: I happen to know of some little towns in 
Texas which have a population of 1,000. 2,000, 3,000, up to 5,000, let 
us say, which have now floated bonds recently for public improve- 
ments that really relate to the health of the citizens of those towns, 
and they can’t sell those bonds. There is no market for it. The 
REC doesn’t take them now, does it? Does the RFC take them now? 

Dr. Yes. 

Mr. Parman. They are still taking them? 

Dr. Wexsu. Yes, they are still taking them. Of course, the quan- 
tity is less than during other periods, and rightly so. 

Mr. Parman. I understood that they were discouraged. Does the 
REC tell them to shop around first, and see if they can’t sell them? 

Dr. Wetsu. In every ease. 

Mr. Parman. In every case? 

Dr. Yes, sir. 

Mr. Parman. That is what they are doing then. And the best deal 
that one of those towns could get was to let some contractor have those 
bonds at 85 cents on the dollar. Now, I think they are either 3- or 
34-percent bonds. And to let this contractor have those bonds at 
85 cents on the dollar and he would do a certain amount of that work 
needed by the city. 

That just indicates to me that if some market is not available for 
those cities which, as you say, have no record of past payments of 
obligations and earnings, that they will have no market for their 
securities, and they will be at the mercy of what you might call these 
glorified loan sharks, loan sharks in a much higher category than 
the ordinary loan sharp, big loan sharks, which can be just as vicious 
and just as destructive, and they would be subject to whatever the 
loan sharks in that respect would want to charge. 

Dr. Wetsn. I think I would add there that the RFC has purchased 
some over 6,000 of these issues from time to time. Up to, as I said, 
about a billion and a half dollars total, probably best known for a 
few of the big projects, such as a few of the tunnels in New York City, 
the Pennsylvania Turnpike, Philadelphia's gas system, the Los 
Angeles water system, and the Bay Bridge out in Oakland, and so 
forth. Those were all financed by the RFC. But the majority of 
these loans, we call them public agency loans, are under a hundred 
thousand dollars. 

Mr. Parman. Under a hundred thousand dollars. 

Dr. Wetsu. Yes, under a hundred thousand dollars, and a very 
large number of them are for water systems or sewage systems, for 
these small communities—many of them just strictly on health 
grounds have been absolutely necessary, but the funds are just not 
available. Incidentally, they pay off very well, too. The corpora- 
tion has made money continuously on those loans. 

Mr. Parman. You mean the RFC has made money? 

Dr. Weusa. Yes. 

Mr. Parman. It is really interesting to me that you will take all 
these loans, from all these cities, and for all these other purposes, and 
they can’t be sold otherwise, because the investors will just not put 
their money into the projects, under circumstances, but you take them, 
and season them up and you later feed them out to the market, and 
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now out of $1! billion worth, the REC has sold them all except about 
$25 million worth. 

Dr. Wetsu. Yes. There are some new ones just authorized over 
the period of the last few years, but of the $115 billion I referred to, it 
is down to somewhere around $25 million. 

Mr. Parman. Now, Dr. Welsh, it is contemplated in this bill before 
us-—it says nothing about the RFC, but we know what ts in the cards 
for the RFC. Some very unportant people in the administration feel 
sincerely that the RFC should die in June of 1954, should go out of 
existence, but this bill is written on the theory that, during that time, 
both agencies will operate for small business, will be available to small- 
business concerns. 

Do you think that is a good thing or not? 

Dr. Wetsu. Well, | would generalize by saying that if you can have 
one agency do something, don’t ever have two. 

Mr. Parman. I agree with you, but don’t you think it will really 
be an opportunity for this younger agency, if by chance the RFC 
should die next year, to kind of get their teeth into it during that 
period of time, and get the experience they will need to carry on the 
work, if the RFC does die. 

Dr. Wetsu. I would certainly say that it is well to be prepared for 
voiding a gap or a hiatus in the financial needs of smatl business. 

Mr. Parman. That is right. As it is now, if we were to just say to 
the REC “You can’t do anything from now on,” when this new agenev 
takes over, there will be a hiatus, at which time the small-business 
concerns would not get the needed service, because anew agency would 
have to have time to start from scratch and build up. 

Dr. Weusu. There is also the job of supervising the existing loans. 
We want to make certain that is provided for in some respect, because 
otherwise there would be a lot of loss of public moneys. 

Mr. Parman. Dr. Welsh, | appreciate your coming up here. I 
know you have made a statement from an objective standpoint, you 
have no ax to grind, you are not partisan, and that you just want to 
do what is best for the interests of the .ountry, and I personally 
appreciate very much your coming up and giving us the benefit of 
your testimony and experience, which IT know we must value highly 
because of your fine public service over the years gone by. 

Dr. Wetsu. Thank vou, sir. 

The Dr. Talle. 

Mr. Tauue. Mr. Welsh, if [ may turn for a moment back to earlier 
work that vou did, how would you evaluate the results of the long 
study of TNEC? 

Dr. Weusu. There were so many parts to that study, sir, that | 
couldn’t comment too usefully to you, but I do believe that it was one 
of the most useful compilations of information concerning the various 
aspects of industry in the United States, that has ever been done. 

The Cuarrman. | might say for the benefit of the committee that 
the TNEC was set up, the TNEC’s full name is Temporary National 
Economie Commission. It was an economic study, and a very 
voluminous study. 

Mr. Tauite. The whole set, Mr. Welsh, is on my shelf, but what I 
am interested in knowing is this: Is it a record of what happened over 
a period of time, or is it serving as a guide for the prevention of 
monopolistic practices today? 
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Dr. Wexsu. Well, I am of the opinion that it was in part, so 
voluminous, that not enough people have studied or read it, to have it 
as much of a guide for the present and future as it undoubtedly 
could be. 

Also it has to be read with some care, because there are always 
personal opinions, and so forth, worked into the various monographs. 

But it could be a guide, and certainly should be used as a basis to 
keep people alert to the necessity for private competitive enterprise in 
the United States. Sometimes that is overlooked. And on many 
subjects it is excellent both as accurate source material and as a 
possible guide for future activity. 

Mr. Tauue. I am talking or thingking of the large business com- 
binations that started in the early 1870's, and the various forms of 
large business organization, and the Sherman Act of 1890, the Clayton 
Act in 1914, and the Federal Trade Commission, established in the 
same vear, 1914, and then this tremendous study, which is certainly 
voluminous, and still I hear practically every day that monopoly is a 
pretty rough customer. 

Dr. Weusu. I think it is; | think it is also a thing that is more 
often spoken about as a safe statement to make than it is spoken 
about with any knowledge of the particular issue. An awful lot of 
people just talk monopoly generally, but as long as a group such as a 
committee of this type holds hearings, and as long as you do show vour- 
self completely interested in small business, | think that will have more 
value than anything that has been written or compiled in the big 
volumes. 

Mr. Tauir. I am glad to have your comment on that. 

Now, If I may turn to the RFC, is it true that regional offices may 
handle loans without reference to the Washington office, in the event 
they do not exceed $50,000? 

Dr. Weusu. That is only partially correct, sir. No loan can be 
authorized by any field office of the RFC, without first having cleared 
that specific loan as to policy, in the Washington office. They can then 
go ahead and authorize the loan if they have gotten policy clearance. 

Policy clearance is rather simple in procedure. The application is 
made to the office, the field office. The field office takes certain 
basic information as to the purpose of the loan, sends it in, and within, 
generally, 24 hours, they get their answer back. It will or will not 
fit the loan policy of the Corporation as set up. They have to get 
that clearance before they can go ahead and authorize. Then they 
can authorize up to $50,000. 

Mr. Tatie. Will a regional office send a representative to the 
locale where the prospective lender is, and look, say, his plant over? 

Dr. Weutsu. Before a loan is granted, almost invariably. 

Mr. Tatie. That is what I understand. 

Dr. Wetsu. That is the general practice, and if it is necessary to 
appraise the building, and so forth, and if it is necessary to look 
into the management, or check any of the statements that have been 
filed, it is done. It is done in cooperation, however, with the busi- 
nessman himself. Not in the sense of an unknown surveillance or 
spying on him. It is done specifically as a good credit function. 

‘Mr. Tatur. And do | understand that if a loan is turned down by 
a regional office, an appeal may be made to Washington? 
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Dr. Wetsu. No loan can be turned down by the field office. If 
the field office decides—and it has a loan examiner who must give 
his recommendation, it has an assistant agency manager, an agency 
manager, and for the little larger loans, also a group of local busi- 
nessmen Who make their recommendations on each of the loans—if 
all of those are unfavorable, that loan application still has to come 
to the Washington office and go through the whole procedure here, 
of the examiner here. 

The Review Board and the Administrator also. 

We feel that that is a reasonable procedure, in the sense that every- 
body, eredit men, policy people, should have a chance to shoot at it 
before it can be said this man cannot have the money. 

Mr. Tauie. To what extent would vou say that undue pressure 
has been made, over the years, on the management of RFC to grant 
loans which the management of RFC has not thought well of? 

Dr. Weusu. I have been over the RFC only 2 years, of course. 
During that 2-year period I have seen very little pressure, and I 
have seen none that had any, as I could term it, effect upon the 
decision made. I can only read about the past, prior to the 2-year 
period about which I speak. 

I am sure that any type of an organization that has to do with 
lending subject to pressure from individuals, but I have seen very 
little of it, as far as the effect is concerned. The setup is such that 
it makes it very difficult for pressure to have much effect. The record 
is clear as to what every individual thinks about this loan and why, 
through the whole procedure. And it gets up to the point where the 
pressure ordinarily would be put on the person who can give the yes 
or no answer at the top or near the top, and by that time the record 
is pretty complete as to all the facts on the case, and it isn’t so likely 
to be subjected to pressure, any more than I will say, after the hear- 
ings in congressional investigations, many people who might have 
in the past been inclined to bring pressure are, shall we say, a bit 
more shy. 

Mr. Tatur. Now, in the event that a constituent writes to his 
Member in Congress, and reports that he has applied for a loan, 
and asks the Member to call up the RFC and inquire as to whether 
the application has been received, would that be considered pressure? 

Dr. Wess. I would say—and now I am talking a little a bit out 
of my bailiwick—I would say that a Congressman is somewhat 
delinquent in his responsibilities if he doesn’t represent his constit- 
uents, sir, and I would say that to make an inquiry as to the status 
of a loan, or anything else about it, is a little different from saying 
“We want this loan made, you ought to do this, you ought to do that.” 

I think there are definitely clear-cut ways in which Congressmen 
can represent their constituents in dealing with the RFC or any other 
lending agency without putting undue pressure on it. 

Mr. Tatuer. I certainly agree with you, but I have seen some 
fantastic statements in print, charging members of Congress with 
using undue pressure. . 

Dr. Wes. You are correct. 

Mr. Tatie. I am not familiar with any firsthand evidence of what 
any other Member of Congress has done. I only know my own 
record, 

Secondly, are vou aware of any undue pressure having been exercised 
within the executive establishment itself? 
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Dr. Wetsu. Not since I have been there, sir. 

Mr. Tair. Was there any other influence that you were aware of, 
used on the RFC? 

Dr. Weusn. I have not been aware of any influence that has had 
anv effect on the decisions as to regarding loans. 

Mr. Tatie. What is the overall record of the RFC as to profit 
and loss? 

Dr. Wetsu. I can’t sum it up for you, although I can furnish it to 
the committee. The RFC has made a profit on its lending functions 
each year since it has been in operation. It has only one really large 
loan that went bad, and that has been amortized, and still a profit 
has been shown. 

The RFC started out with a $500 million capitalization from the 
Treasury. Through the operations of the lending functions, $400 
million of that stock has been retired. In addition to that, during 
that period, about $400 million of dividends have been paid on the 
stock, to the Treasury. 

In addition to that, the Corporation has paid all of its salaries and 
expenses, and paid interest amounting to about another $400 million 
interest to the Treasury on the money that it has gotten from it, so 
that vou have a net over and above expenses, through the RFC’s 
operation, of well over a billion dollars. 

Precise figures can be furnished. Those are reasonable enough to 
be useful. 

Mr. Tatue. You need not supply them unless they are called for, 
but I am glad to know that they will be available. 

Another question: Have vou found that the RFC has been reluctant 
to withdraw, once it has become a preferred creditor, we will say, in 
a bank, where the RFC would rank ahead of all other creditors? 

Dr. Wetsu. I would say that the RFC has been reluctant, where 
it thought that it risked its investment by withdrawing. If you mean 
by taking a second position on collateral—— 

Mr. Taye. No; | meant, to be paid off and step out altogether. 

Dr. Wetsna. Oh, well, not since there has been an Administrator 
in charge of the RFC, sir. Since there has been an Administrator, 
there has been a distinct effort to act exactly in the opposite from 
that tendency. In other words, we have been making every effort 
to get out of any one of the loans that the RFC has made. Just 
this business of retiring these public agency loans in itself gives some 
evidence that it has been quite rapid during the last couple of years, 
and whenever a bank is willing to come in and take over, the RFC, 
it seems to me, has a legislative responsibility. Funds are now avail- 
able and it must get out, unless it is at a distinct disadvantage, due 
to unreasonable rates or something of that sort. 

Mr. Ta ue. Is there any RFC money in any banks of the United 
States at the present time? 

Dr. Weusu. Yes, sir. I can’t tell you exactly how many. I do 
have those figures, but I don’t have them at hand. There are still 
banks that have not been able to retire the preferred stock, which the 
RFC took in refinancing them, back in the thirties. They are being 
decreased all the time. Each one of those banks is continuously con- 
tacted to see whether or not it is in a position to pay off part of it, and 
plans even for the next year, or the next few years, for their retirement, 
have been gone over with us, with respect to all the banks that we 


48 CREATION OF SMALL BUSINESS ADMINISTRATION 


stock in. But national banking legislation prevents them from re- 
tiring them any faster than it is safe for the banks to do so, so we have 
that check on us. 

Mer. Tauue. Are those banks numerous? 

Dr. Weusn. Eleven, the record shows. 

Mer. Tauce. It looks a little anomalous, on occasion, to tax businesses 
at so high a rate that they can’t lay aside money to lift themselves 
up, and then oe the other hand, the Government sets up lending 
agencies tu order that they may be lifted up. 

It would appear that reduced taxation would be a considerable help 
to business. 

Dr. Weusn. IT am quite confident that reduced taxation would be 
of considerable help not only to companies, but individuals, sir. 

Mr. Tarue. It would to me, certainly. 

Dr. Weisu. However, there is a situation where a company needs 
funds in order to produce and to operate, and whether you reduced 
taxes or whether vou didn’t, they would probably still need funds. 
There are those cases. I hope they are not numerous. 1 know there 
are some of them. We run into them all the time. Reduced taxation 
would obviously help as any other reduction in cost would help. 

Mr. Thank you. 

The Caarrman. Are there further questions? 

Mr. Wipnaut. Mr. Chairman. 

The Cuarrman. Mr. Widnall. 

Mr. Wipnauu. In figuring out your profit and loss statement for 
RFC, is a full charge made for use of premises? 

Dr. Weusu. Rent, ves, sir; so much per square foot, we are paying, 
through GSA, on the building. 

That has not been true throughout the whole history of RFC, sir. 

But it is true at the present time. 

Mr. Wipnacu. It is true at the present time? 

Dr. Wetsu. Yes, sir. 

Mr. Wipnauu. Is it true that sometimes in making RFC loans, 
there has been insistence on recognition of a labor union within a plant? 

Dr. Wetsu. Not to my knowledge, sir. It certainly is not a part 
of our standards or policy in any respect, either written or oral. 

Mr. Wipnatu. I have heard the allegation made that where RFC 
has gone in to save a bank or to help in the operation of a bank, there 
has been insistence on recognition of an employee union? 

Dr. Wetsn. That could be true, sir; 1 do not know. The RFC 
has not been for some time making any loans to banks. The reference 
that | made was to whether we had gotten out of all the loans made 
previously, but there are no loans being made to banks at the present 
time. 

Mr. Wipnatt. I heard the complaint made by some bankers that 
in some instances where there has been a RFC loan, the RFC has 
authorized changes in the employee setup with respect to salaries 
and benefits, which have made it difficult for other banks to compete, 
and they have done it through recognition of labor unions. 

They have also at the same time maintained their own position 
in the bank, because the bank was unable to pay off 6n the RFC 
stock, on account of the increased costs. 

Dr. Wetsu. I am sorry not to be more helpful to you than T can 
be on that particular question because, as I say, we have not been 
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making any loans to banks for some time and none since I have been 
there, and the setup as far as the existing loans to banks—that is 
mostly on the preferred stock—is that they have to come in and get 
approval from the RFC for salary increases in the bank. 

Those are initiated by the management of the bank and they 
submit them to the RFC for approval. The only purpose of that 
is to make certain that they are not making mmusual payments that 
would delay further their repayment of their preferred stock to the 
RFC, so that the entire attention that the RFC has been giving has 
been to discouraging increases to the extent possible beeause it does 
affect adversely, often, the position of the REC. 

Mr. Wrpnaty. Well, the charge has been made that actually the 
impetus for changing salaries and upping benefits has come from 
someone in the RFC who wanted to maintain their position in that 
bank and not have the RFC loan paid up. 

Dr. Wetsu. [am sorry I cannot comment on thet. 

I know that has not been the policy and I have certainly had no 
part in thinking of that sort, sir. 

Mr. Mr. Chairman. 

The Cuareman. Mr. Merrill. 

Mr. Merrini. As I understand it, these municipal loans that vou 
have been making cannot possibly be made through any authoriza- 
tion in this bill we are considering now. 

Dr. Wetsu. That is right. 

Mr. Merritt. When you talk of these loans to small business on 
their future earnings, are you talking primarily about leans to carry 
out defense contracts, or are vou thinking about a permanent program 
that will continue bevond any defense effort? 

Dr. Weusn. | was thinking of both, sir. 

Mr. Merniti. [ hardly know enough about this problem to ask 
the question, so be sympathetic with me. 

It seems to me there ts a line where a loam must stop, and risk 
capital must take over. 

It seems to me that probably, in this direct-loan program based 
upon future earnings, perhaps the loan program is getting very close 
to it, and if not properly managed could very easily reach over into 
the field where legitimately, or where properly, risk capital should 
provide the money. 

Can you comment on that and try to explain how this program, 
this lending program for small business, would operate in that marginal 
field and what safeguards we have to keep the lending from encroach- 
ing too much into the risk capital field? 

Dr. Weusn. First, I would say that without good administration, 
any Government lending agency can get over into areas where private - 
risk capital should operate. 

So that vour first confidence has to be in the people who are going 
to operate it, no matter what rules you set down and what the 
legislation says. 

‘The more persuaded the administration of the lending ageney is 
that private funds must be exhausted before any Government funds 
are used, why, the more you are going to reach the objective, which 
I gathered from your question you probably had tn mind. 

That is one of the reasons I suggested that business of guaranties, 
and so forth, and the same ageney, so vou could check right along to 
see whether private funds were available. 
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The safeguards are not the type of safeguards you could put into a 
formula, I believe. We are employing them now to an extent to which 
we feel is practical by—whenever we find that there seems to be not 
only a need for but a practical possibility of obtaining, equity capital, 
we put in our loan authorizations the requirement that there be an 
injection of so much money before we even authorize the loan. They 
have to put that monev in ahead of the Government money, or the 
loan is canceled out. Whether the right percentages are used or the 
right amount is used in each individual case, of course, that is a matter 
of judgment. 

But I think that it is a sound provision that in each case there 
should be a requirement for some injection of equity, to the extent 
that it can be shown it is available, reasonably available. 

Mr. Merrity. As I understand it, then, when this type of legisla- 
tion is enacted, it is vour opinion that the Congress has thrown the 
program over to the administrators, and if you do not have the right 
Lind of administrator vou could get into it and vou have just got to 
have the right kind of man operating the program. 

Dr. Wexsu. | certainly agree with you, until you can catch up with 
it, mistakes are always possible. 

Mr. Merritt. It would be useless to try to safeguard by legislative 
means. 

Dr. Wetsu. I do not believe you could write into any legislation 
sound judgment and integrity on the part of the people admin- 
istering it. 

Mr. Merritt. You say that the lending powers of this program 
should be separate from the advisory powers, the general helpful 
duties, say, that an agency of this type should perform. 

Would it be your idea that ultimately perhaps the helpful powers, 
the advisory powers, and all that, should be, say, in the Department 
of Commerce, with the lending power over here, in a continuing 
RFC? Is that your idea? 

Dr. Weusn. The lending power in a continuing RFC—and the name 
is only to identify it—to me makes the best sense. 

Whether the advisory powers would be in the Department of 
Commerce or a separate advisory agency to give it the type of prestige 
it might well merit. I can see much advantage in that. Once it is 
buried —and [ do not mean intentionally, but just one of a number 
of offices, in a department—then it is also considered to be that small, 
even though it might be very influential. 

If it gets separate attention, separate building, and separate letter- 
heads, it does have additional prestige. And | believe also you can 
get men of a little greater standing to come into something as a 
separate agency than down as a part of a department. 

As far as the separate lending agency is concerned, I see a great 
deal of merit in separating, to the extent possible, Government 
lending to private business from management of private business. 

Once you get into the matter of trying to handle contracts, and 
advise them in this and that, and help them in various dealings 
with the Government, you are getting into their management, and 
I think it is well to keep a financial role of the Government, in small 
business, as independent and separate and subject to continuous 
inspection of the Congress, and you cannot do that once you get it 
into that phase of it. That is only my personal comment, sir. 
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Mr. Merrixy. Aren't you apt to make more unsound loans if the 
man who has become all excited about the program also gets to pass 
on how much money you feed into it? 

Dr. Wexsu. I would have added that, sir, but I did not want to 
reflect. on any suggestions that have been made. I certainly agree 
with that. 

Mr. Merritt. It is the sound business of banking, is it not, that 
the man who is finally going to let the money out should be over here 
on one side, unemotionally to look over the whole program after it 
has been worked out, without having, you might say, any excitement 
about the program, so that when he makes his authorization for the 
loan it is on the basis of a completely independent and fresh judg- 
ment? Is that not good sound financial policy? 

Dr. Wetsu. It is not only sound but I would like to have said it 
that well, sir. 

Mr. Merrity. Thank you. 

Now, let me ask this question—and let me say this, too, having 
had some experience with the business of the RFC: While I do not 
deny the newspapers, I feel that ageney must have had a split per- 
sonaltiy, because those fellows, it seems to me, that I dealt with, 
were experts in their field, the ones working in the business end of 
RFC; but, apart from that, do you think that the success of the 
program, insofar as not losing my money, was in any way due to the 
fact that we were in a boom, in an ever-rising price market so that 
it was always possible to sell tomorrow for more than you paid today? 

Do you think that that ever-increasing price structure that we 
had accounted in any large measure for the great success of the RFC 
program, so far as losses are concerned? 

Dr. Wetsu. I certainly think it contributed. There is no time 
when it is easier to pay off debt than in a rising market and a market 
of expanding business. That certainly increased the possibility of 
the private companies, and communities that had borrowed from the 
RFC, to pay off and has increased and improved the market for the 
securities that we have held. 

On the other hand, as I say, the RFC did make money each year 
during the thirties, too, and while they were in a rising market, there, 
I would not want to say that in any sense it was just due to great 
ability, ‘but it was due to a combination of circumstances, one of 
which was ability. 

There has ben a remarkable amount of creditability in the RFC. 
I did not know anything about the people when I went there, but I 
found an amazing number of competent, able credit people in that 
agency. 

Mr. Merritu. Do you feel that the present credit policies used by 
the RFC are sufficient to safeguard the program in the event of a drop 
in the price structure in the future? 

Dr. Wetsu. I think so. I think that they are safer than almost 
any other lending operations, private lending operations, in the United 
States. 

Mr. Merritt. Now, this question may be out of your field. If 
you don’t want to answer it, don’t bother. From your contacts with 
small business, through this program, what is your opinion as to the 
excess-profits tax? Do you believe that it would be wise, from the 
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standpoint of small business, to relieve them from the burden of excess 
profits at this time? If you don’t want to answer that, it is all right. 

Dr. Weusu. No; I will make just a couple of general comments. 

In the question of reducing taxes, | always like to look first of all 
at what we are using the funds for. It is there anyway in which you 
can cut down in the need for the funds; and, if you can, the proper 
thing to do is to cut taxes. 

As far as removing an excess-profits tax from small business, and 
not removing it from large business——— 

Mr. | don’t mean that. 

Dr. Weusu. | would certainly be opposed to that, because I don’t 
think you should enable small business to thrive through special 
privilege. 

Mr. Merrinu. Perhaps | should say this: Is small business more 
involved in the excess-profits tax than large business? 

Dr. Weusu. | don’t think | am competent to answer that, sir. 

Mr. Merritt. Assuming that you were going to treat them all 
alike, do you consider the excess-profits tax, we will say, an especially 
vicious tax, which should go before other taxes, in the way of tax 
reduction, or not? — If vou can’t answer it; it is all right. 

Dr. Weisn. Well, do vou want me to compare the excess profits 
tax with all other types of taxes? 

Mr. Merrity. General corporate tax, 

Dr. Weusn. As to general corporate tax, obviously, it should go 
first. 

Mr. Merriii. Even if vou increase the general corporate tax to 
take care of that? 

Dr. Weusu. | would want to know the conditions under which the 
others were to be increased. 

Mr. Merritt. Thank vou. Tam sorry I got a little afield. 

Mr. Spence. Dr. Welsh, I judge from your statement vou think it 
would be a mistake to abolish the RFC. 

Dr. Wensu. I think it would be; ves, sir. I told you T didn’t 
think that the name itself was the significant thing, but an independ- 
ent lending agency, subject both to the Congress and to the Execu- 
tive, in my judgment, is a sound arrangement. 

Mr. Spence. Don’t you think the wide experience they have had 
would be beneficial? 

Dr. Weusn. I don’t think vou can buy it anywhere. 

The Cuarrman. Thank vou, Dr. Welsh. 

Dr. Weusn. Thank you, Mr. Chairman and gentlemen, 

The CHarrman. We are very glad to have your views. I feel vou 
have made a very valuable contribution to the subject matter under 
discussion. 

Dr. Thank you. 

The Cuvarrman. Mr. S. R. Christophersen, president of Smaller 
Business of America, Inc., was scheduled to testify this morning but 
found it impossible to come to Washington, and he has sent a tele- 
gram in support of the bill, and he has requested that it be inserted 
in the record. Without objection, his telegram will be inserted. 

(The telegram is as follows:) 
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CLEVELAND, On1o, May 14, 1958. 
Hon. Jesse P. Woucort, 


Chairman, House Banking and Currency Committee, 
House Office Building: 
_ With reference to bill No. H. R. 4090 we wish to go on record supporting estab* 
lishing an independent small business administration to provide assistance in the 
solution of small business problems. Small business firms constitute from 93 to 
96 percent of our business economy and should rightfully have representation in 
W ashington and over the country and in recognition of this tremendous percent- 
age of business as a whole. Small business has gained some recognition during 
times of war by having a Small Defense Plants Administration and previously 
the Smaller War Plants Corporation. However, a permanent agency in the Gov- 
ernment is imperative to the well-being of these smaller businesses. While we 
believe other agencies of the Government have endeavored to look after the inter- 
est of small business and while all business is of the same family, small business is 
treated as a step-child on so many occasions, Which does not make for the best 
results in our economy. We would like to suggest while we are going about it, 
that the small business administration be set up in such a way as to also have the 
power of making loans direct up to $100,000 per borrower rather than making 
recommendation to some other agency who would have the power of either grant- 
ing or denying such a loan. We further suggest that the administration have the 
power to participate with banks and other lending institutions in loans to small 
business. 
_ We believe that creating a permanent small business administration is a move 
in the right direction to give all business equal opportunity. 
SMALLER Business oF AMERICA, INC., 
S. R. CHRISTOPHERSEN, 
President. 
J. 
General Chairman, Legislative and Tar Committees. 
G. Wa. JEDLICKA, 
Chairman, National Legislative and Tax Committees. 
Wa. J. FRANz, 
Secretary. 

The Cuarrman. Also the delegate from Puerto Rico, Dr. Ferndés- 
Isern, wants the bill extended to include Puerto Rico and wants 
permission to insert a statement in the record. Without objection 
that may be inserted. 

(The statement referred to above was not received in time for 
printing with this record.) 

The CHarrman. Mr. Rollin H. Stewart, of the Stewart Manu- 
facturing Co., Inc., Indianapolis, Ind., has sent a letter enclosing a 
copy of a statement he made before the Senate Committee on Banking 
and Currency regarding a small business ageney, and he finds it 
impossible to be here. Without objection, the statement which he 
made before the Senate committee will be inserted in the record here. 

(The information is as follows:) 


Srewarr Manuracrurine Co., INc., 
Indianapolis 2, Ind., April 27, 1953. 
Congressman Jesse P. 
House of Representatives, 
United States Congress, Washington, D. C. 

Dear Sir: Kindly find attached a reprint of the testimony I gave before the 
Banking and Currency Committee in Washington on Tuesday, March 17, regard- 
ing the problems confronting small-business concerns today. 

In order to further strengthen SDPA to enable this governmental agency to 
be of definite and greater assistance to small-business companies I urged that 
the Banking and Currency Committee and Congress give their urgent and fullest 
consideration to the following three points: 

1. I would recommend that SDPA be continued and that its name be changed 
to Small Business Administration, as a permanent agency for the assistance of 
small-business concerns. 
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2. That the agency be given direct lending authority, or that loan recom- 
mendations made by SDPA be mandatory on RFC. 

3. That stronger authority be given SDPA for earmarking defense contracts 
for small-business concerns as presently the Defense Department has veto power 
over SDPA recommendations. 

I sincerely appreciate your past and future support in assisting to continue 
SDPA with proper legislation whereby small-business concerns will have a chance 
to live and be able to contribute their full effort in the defense-mobilization 
program, 

Very truly yours, 
Stewart Manuracturtna Co., Ine. 
By H. Stewart 


STATEMENT OF H. Stewart, PRESIDENT, STEWART MANUFACTURING Co., 
Inc. 


The CuarrmMan. We are delighted to see you, Mr. Stewart. I might say to 
Senator Sparkman that Mr. Stewart is from Indianapolis, and I know him favor- 
ably and know his company. 

Mr. Srewarr. I am Rollin H. Stewart, president and treasurer of Stewart 
Manufacturing Co., Ine., Indianapolis, Ind. 

I greatly appreciate the opportunity of appearing before your committee and 
testifying as to the problems of a small manufacture1. I consider the company 
which I operate, Stewart Manufacturing Co., Inc., 320 East St., Joseph Street. of 
Indianapolis, Ind., to be in this classification. This company, at the present time, 
employs less than 75 employees. 

Dusting World War II the writer expanded his manufacturing operation and 
fabricated precision aircraft engine parts that were used in the assembly of the 
R2800 Pratt & Whitney engine by the Ford Motor Co., Detroit, Mich. Shortly 
before the end of the war we acquired a prime contract, fabricating the upper and 
lower time-train rings for the M77 fuse with the Cincinnati Ordnance District. 
We did an annual volume of business during Wo.ld War II of approximately 
$2 million. 

When World War II was terminated, we placed al! the machinery we did not 
need in the manufacture of our civilian product, Kitchen-aire ventilators, in 
storage. Besides the manufacture of Kitchen-aire fans during the years 1946 to 
1951, I engaged in the operation of Stewart Motor Sales, Inc., Kaiser-Frazer 
distributor here in Indianapolis. The last 2 years of my operation of Stewart 
Motor Sales, Ine., I lost a considerable amount of money, which business was 
liquidated, and then I proceeded to spend my full time in the manufacturing 
business. From my position as president of Stewart Manufacturing Co., Ine., we 
have had a tremendous struggle operating under the rearmament program not 
knowing what to do in securing adequate materials for our civilian product and 
plenty of problems securing defense work. We have approximately $300,000 
invested in our business and our main civilian business is the manufacture of 
Kitchen-aire fans. 

When the rearmament program was started and materials were curtailed for 
civilian production, we did not know whether it would be possible for us to exist 
on a limited civilian program. We put in a couple of bids on prime contracts 
which we were competitive on. However, the Government decided to expand 
their present suppliers. It cost us anywhere from $1,000 to $2,500 in direct cost 
in arriving at an intelligent bid on a prime contract. Government or defense 
business is very competitive today. Our first bid which we submitted on a prime 
contract, February 12, 1951, was on the M21 A4 booster. It is my usual procedure 
to always take at least a couple of my engineers, whenever possible, to look over 
other manufacturers’ operations who are making the similar item for the Govern- 
ment. We feel that if we can see another manufacturer’s production line or setup 
we will get an education and possibly hope and see a few ways we might be able 
to do the same job faster and more economical. This takes time and money which 
is very hard on a small manufacturerer with limited capital; however, it has been 
our experience that it has paid off. After looking over a production line we spend 
considerable engineering time in figuring out ways that would be possible to do the 
same job competitively on our own machinery. Considerable time is spent on 
engineering of tools and fixtures in getting quotations. On August 8, 1952, we 
placed a bid on the 57-millimeter shell, on which we were low bidder in the Cin- 
cinnati Ordnance District. In order to give an intelligent bid, we visited the 
Heckethorne Manufacturing Co., of Littleton, Colo., who up to that time had been 
the only successful producer on this shell. Our bid on this shell was approxi- 
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mately the same or I believe a little less than the price the above-mentioned com- 
pany was receiving from the Government. 

This contract was finally let to a manufacturer in another ordnance district, in 

the State of Illinois, whose bid was lower than our bid. It is possible for a manu- 
facturer who has adequate finances to bid on a Government prime contract which 
has an escalator clause of 10 percent, lower than a small manufacturer who is 
operating on very limited capital. If we were to bid too low on a Government 
contract and would lose $75,000 to $125,000 before we could secure the Govern- 
ment O. K. on a price increase we would be out of business. We just don’t have 
that kind of money and I believe the majority of other small manufacturers are 
faced with the same situation. I have always found the Government to be very 
fair in their negotiations but extremely slow in action. 
_ We finally accepted a subcontract to fabricate tank-track pins. In order to get 
into this program we have had to make a capital investment in specialized pro- 
ductive equipment not needed in the civilian operation, of approximately $75,000. 
We also had to make an investment of approximately $30,000 for tools and fix- 
tures to fabricate these pins before it was possible to make any shipments. An- 
other tremendous problem which confronted us was that we had to place orders for 
600 tons of steel for this job and as we had not, in the past, been a regular customer 
of the steel mills they asked us to pay cash with order. This required approxi- 
mately $50,000 cash. You can see we had the problem of raising cash and securing 
whatever credit we could in order to take care of this $155,000 before we were 
able to deliver parts. 

I believe you will find that from 90 to 98 percent of the small manufacturers 
who employ less than 100 employees would be unable to put $155,000 into such 
an investment. It is a tremendous undertaking for a good reliable small manu- 
facturer who has good credit to secure a Government loan for working capital in 
the present rearmament program. The small manufacturer gets nothing but what 
he fights for which is usually very inadequate in the rearmament program where 
everything is very competitive. In order for us to complete our contracts on tank 
track pins we are required to have approximately $75,000 in steel bar stock. This 
is a special alloy steel, not used in civilian business and credit with the steel mills 
is practically impossible for a small manufacturer to establish. The steel mills 
can sell their output to AAAI firms and it is really a tremendous problem for 
small manufacturers to secure the proper flow of steel with their limited capital. 

I believe you can see from our problems that there is a definite need for the 
Small Defense Plant Administration. The small manufacturers, as I see it, are 
the ones who need help and assistance. We all know that when the large con- 
tractors or manufacturers need additional working capital, their problems are 
small as they can easily secure adequate finances on a regular-loan basis. The 
larger manufacturers appear to obtain prime contracts and the necessary equip- 
ment with considerably less effort than required from a small manufacturer. It is 
practically impossible for the little fellow to secure any Government equipment 
and very hard for him to secure finances. It is my understanding that some of 
the large prime contractors secure their orders from the Government on a cost- 
plus-fixed-fee basis. The small manufacturer has to bid and usually has to be a 
genius to do his particular job on his present equipment in order to do it com- 
petitively and I would say that they are very fortunate if they realize a profit on 
their subcontract work. If a small manufacturer was furnished through lease 
arrangement or advanced through loan, necessary capital to purchase the special- 
ized production machinery similar to the assistance rendered by the Government 
to large prime contractors, I am sure that in our case and almost all of the other 
small manufacturers’, that they could do the same job for the same money or 
possibly a little less. 

I would like to submit the attached letters from Bankers Trust Co., Fidelity 
Trust Co. and Associates Investment Co. as credit references and other supporting 
letters confirming the need and continuation of SDPA. 

The Chicago office of SDPA has been of considerable assistance to Stewart 
Manufacturing Co., Ine., consulting with the writer regarding submitting bids 
on several subcontracts and were instrumental in obtaining for our company a 
subcontract amounting to approximately $350,000. 

Up to the present time, Stewart Manufacturing Co., Inc., has been unable to 
negotiate satisfactory financial arrangements with banks in Indianapolis, RFC 
or SDPA. Our problem has been due to our statement not showing a profit 
because of the heavy expense we have been to in our cost for specialized fixtures 
and tools. Naturally we feel as we progress in our production on contracts we 
will make a profit and will be able at that time to negotiate a loan to assist us in 
handling our material inventory. 
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It is my urgent recommendation to you gentlemen, if this country is to receive 
anywhere near the productive capacity of small manufacturers that arrangements 
be made through SDPA whereby they could make loans direct with a minimum 
amount of delay. There is a great need from small manufacturers for this 
Government agency especially for small business concerns who employ less 
than 100 employees. These small manufacturers are capable of doing a good 
job for the Government and I believe you will find a considerable number of 
them who possibly can get the job done quicker and at a lower cost if reasonable 
Government assistance was extended to them. 

I want to thank you for your past effort and cooperation in assisting to create 
the Small Defense Plant Administration and I will greatly appreciate your 
future cooperation for the continuation and expansion of the Small Defense 
Plant Administration which I am sure, if given the support of the United States 
Congress, will do an outstanding job for small manufacturers. 

Mr. Srzwarv. [I would like to stress three points that I think this committee 
should give its first consideration to. 

The CHairmMaNn. Will you vield just 1 minute. Without objection, the letters 
referred to by Mr. Stewart will be made a part of the full record. 

Mr. Srewarr. [| would recommend that SDPA be continued and that its name 
be changed to Small Business Administration, as a permanent agency for the 
assistance of small-business concerns. 

Second, that the ageney be given direct lending authority, or that loan recom- 
mendations made by SDPA be mandatory on RFC. 

Third, that stronger authority be given SDPA for earmarking defense contracts 
for small-business concerns as presently the Defense Department has veto power 
over SDPA recommendations. 

The CHatrmMan. Have you had any trouble as described by the previous 
witness, in bidding on any products where you were unable to secure the necessary 
blueprints? 

Mr. Srewarr. No, sir; I have not. The only problem I have is financing 
my business. 

The CuairmMan. Then, your recommendation is that the Small Defense Plants 
Administration be continued and the law be extended for at least 1 year? 

Mr. Srpewarr. Yes, sir. I think it should be extended permanently. As I 
understand it, small business employs from 50 to 66% percent of the employees 
of the country and I think they are worthy of lots of consideration. 

The Cuarrman. Now, do you think it might be continued on some such basis 
as RFC? 

Mr. Stewart. I think so. 

The CuarrmMan. Now, do you think RFC might be limited to loaning money 
only to small business? 

Mr. Srewarr. Well, RFC has been a good agency. I have negotiated several 
loans through it. However, it is quite hard. Almost as hard as a bank. 

The CuairmMan. Do you recommend the continuation of RFC? 

Mr. Srewarr. Yes, I would. I do not see where it is wrong, as long as an 
agency can make loans to business concerns. 

The CHAtRMAN. The reason I say that is because there is a good deal of thinking 
before this committee to discontinue RFC, 

Are there any questions, Senator Sparkman? 

Senator SpPARKMAN. I do not believe so. I believe your statement is a very 
fine presentation and explanation of your experiences. 

Mr. Srewarrt. Thank you. 

The CHAIRMAN. Small business gets work and in turn gets special machinery 
to be used only on that job. When they have completed the job, the machinery 
has no great value and they still have the problem of financing the special machin- 
ery, the tools, dies, and jigs that are needed. Banks are hesitant to loan money 
on special machinery because it has no value when that order is finished. They 
hesitate to loan money on that. 

You do not have a V-loan? 

Mr. Stewart. No, sir. I tried for one and I had the Bankers Trust to go up 
with me, 

The CHarrMan. What was your difficulty with respect to the V-loan? 

Mr. Srewarr. Well, it was just what the other gentleman here said. The 
tank track pins which we were making could have been made by others. 

The CHatrRMAN. How long ago was that? 

Mr. Stewart. It was 9 or 10 months ago. 

The CHarrMan. Do you understand that this is a recent ruling that you cannot 
get a V-loan if the product ean be made by someone else? 


CREATION OF SMALL BUSINESS ADMINISTRATION 57 


Mr. Stewart. No; I think that has been a ruling; has it not? I think that is 
what we were confronted with at that time. 

The CHarrMAN. It is strange to me because I again want to repeat I happen 
to know of one large corporation in the United States that received a commitment 
for a $250,000,000 loan and I cannot conceive of there not being facilities to have 
been able to have done what that big company has been doing. 

We will get all the information on that. 

Senator SPARKMAN. Was that a section 302 loan or a section 4 (a) loan? In 
the case of 4 (a) loans, it is a bankable loan. [t may be that the loan you are 
referring to as a section 4 (a) loan rather than a section 302 loan. 

The CHarrMAN. We will get into that. 

Senator SPARKMAN. The witness points out one thing which I think is very 
significant. He was able to buy this machinery and put it into his own plant, 
but he points out the typical small business would not be able to invest $155,000, 
The typical small-business man cannot do that unless he has the money. 

Mr. Srewarr. If the Government can help the large prime contractors it looks 
like something should be done for the little fellow. 

The CHarRMAN. Are there any other questions? 

I believe we suggested to Mr. Dyas to give us this afternoon certain information 
on this subject. Since we have finished our witnesses, | am going to suggest that 
the staff contact Mr. Dyas and secure the information and that it be made 
a part of the record at the appropriate point, and also that the staff prepare and 
send a copy of Mr. Dyas’ statement to each member of this committee for his 
own personal observation. 

Well, we thank you, Mr. Stewart. You have been very helpful. We appre- 
ciate vour coming in. It is a little unusual for a manufacturer to come in at his 
own expense. That is exactly what Mr. Stewart has done in this instance. He 
came from Indianapolis at his own expense and represents himself only and is not 
a member of any association. 

We thank vou very much. 

Mr. Stewart. Thank you. 


Bankers Trust Co., Indianapolis, March 6, 1953. 
SENATE BANKING AND CURRENCY COMMITTEE, 
Senate Building, Washington, D. C. 

GENTLEMEN: For your information we wish to write you regarding our credit 
experience with the Stewart Manufacturing Co., Inc., and Rollin H. Stewart, who 
prior to the incorporation operated the business as a sole proprietorship. We 
have been doing business with Mr. Stewart and his firm, he is owner of practi. 
sally all the stock, for a period of about 15 vears. 

During this time we have extended considerable credit to Mr. Stewart, although 
the maximum amount of any loan did not exceed $80,000, as this is the limit we are 
allowed to loan any one concern. Mr. Stewart has always taken care of his 
obligations promptly. 

The Stewart Manufacturing Co., Inc., of which Rollin H. Stewart is president 
and treasurer has considerable machinery and Mr. Stewart, being very aggressive, 
has attempted to use all of it in the rearmament program. He has inereased the 
monthly volume until it now exceeds $100,000 a month. He believes that if his 
finances were adequate he could increase his volume some $200,000 to $300,000 a 
month. Due to the fact that the Stewart Manufacturing Co. is possibly the only 
one that would be interested in a RFC, V, or SDPA loan, we have not attempted 
to enter into this phase of financing, and we are limited to a maximum loan of 
$80,000. 

We believe that if the Government is in need of the services of the Stewart 
Manufacturing Co., Inc., and similar concerns, the Government should make 
some means available where they could secure sufficient financial assistances to 
process their Government orders. 

Very truly yours, 
H. Pour, Secretary-Treasurer. 


Fipeviry Trust Co., 
Indianapolis, Ind., March 9, 1958. 
Senate BANKING AND CURRENCY COMMITTEE, 
Senate Building, Washington, D.C. 
GentLeMeN: During World War II, the Fidelity Trust Co. cooperated with 
Rollin H. Stewart in securing a $70,000 V loan. He took eare of this obligation 
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as agreed. During World War II Mr. Stewart did a monthly business in excess 
of $200,000. 
It is the writer’s opinion that Mr. Stewart is a capable, hard worker and is 
deserving financial assistance at the present time in his rearmament production. 
Very truly yours, 
Ewine L. Cox, Vice President. 


Associates INVESTMENT Co., 
South Bend, Ind., March 9, 1958. 
Spexate anp Currency ComMirres, 
Senate Building, Washington, D. C. 

GENTLEMEN: Mr. Rollin H. Stewart, president and treasurer of Stewart Manu- 
facturing Co., Ine., 320 East St. Joseph Street, Indianapolis 2, Ind., has requested 
that | write your committee giving our past business relations. 

During the period of time that Mr. Stewart was engaged as a distributor for 
Kaiser and Frazer automobiles we considered him to be a very aggressive operator 
and he did his best to do a good job here in Indianapolis. In his operation of 
Stewart Motor Sales, Ine., 3209 East Washington Street, of this city we extended 
to him a floor-plan credit line of $500,000 and our past experience has been that 
he always took care of his obligations with this company when they were due. 
We did make him a capital loan of $40,000 to Stewart Motor Sales, Inc., which 
was taken care of according to our agreement. 

During World War II, Rollin Stewart did considerable business with the 
Bankers Acceptance Corp. of Chicago, Il., and to my recollection he discounted 
his monthly receivables over a period of 2 years which would total approximately 
$4 million with not more than $200,000 or $250,000 outstanding at any one 
time. He had a very fine credit record with Bankers Acceptance Corp., which 
concern Was purchased by my company. 

I personally know that the Stewart Manufacturing Co., Ine., is now producing 
in excess of $100,000 monthly parts for the rearmament program. I believe if 
the Government desires to use the facilities of small manufacturers in the rearma- 
ment program that the Government finance should be made available to good 
reliable producers who have good credit references. 

Very truly yours, 
AssociaTEs INVESTMENT Co., 
Don G. Batt, Branch Manager. 


STATE oF INDIANA, 
DEPARTMENT OF COMMERCE, 
Indianapolis, March 11, 1953. 
Mr. H. Srewart, 
The Stewart Manufacturing Co., 
Indianapolis, Ind. 

Dear Mr. Srewart: I would like to take this means of concurring in your 
support of the continuance of the Small Defense Plants Administration. We 
have had numerous requests from small plants for information on the procedure 
of securing financial assistance in connection with prime and subcontracting work 
for the defense program. 

Many of these concerns are highly reputable and competent and financially 
able to support themselves on their own commercial work; however, they have 
run into the same situation afd conditions that you have when they are required 
to secure machines and materials from manufacturers that they have never done 
business with before. They are placed on a cash basis and are unable to lay out 
a great amount of money to get started in defense work. 

Ve believe that their only solution to this problem is financial assistance from a 
Federal ageney if the small manufacturers’ facilities and know-how are used to 
full advantage in this patriotic effort. In addition, many small communities are 
entirely dependent upon the payrolls from smaller plants and it would work a 
hardship if these were unable to participate in this effort. 

Wishing you every success in this endeavor to secure the continuance of the 
Small Defense Plants Administration, I am, 

Sincerely yours, 
E. W. 
Executive Director. 
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Tue INDIANAPOLIS CHAMBER OF COMMBRCE, 
Indianapolis 11, Ind., March 11, 1953. 
ComMITTEE ON BANKING AND CURRENCY, 
Senate of the United States, Washington, D. C. 


GENTLEMEN: The Stewart Manufacturing Co., Inc., 320 East St. Joseph Street, 
of this city, will be represented before you by its president, Mr. Rollin H. Stewart, 
in a statement to urge extension of the Small Defense Plant Act from its present 
expiration date of June 30, 1953. 

This company engaged in the manufacture of kitchen ventilating equipment for 
civilian use, and has two subcontracts for defense work. Being a small, though 
experienced manufacturer, it has faced the problem of financing its current opera- 
tions and its expanded defense materials production. Mr. Stewart headed a 
company which successfully produced material for military purposes during World 
War II. He is regarded as a competent and reliable manufacturer, and his 
opinions are entitled to your consideration. 

Very truly yours, 


Wm. H. Brown. 


Precision Toot Co., Inc., 
Mempuis, March 12, 1953. 
Stewart Manuracrurina Co., Inc., 

Indianapolis 2, Ind. 
(Attention Mr. Rollin H. Stewart.) 


Dear Mr. Stewart: I think at this time it would be in order for the Precision 
Tool Co., of Memphis, Tenn. to take time out and write you a letter thanking you 
for the splendid cooperation of Stewart Manufacturing Co., Inc., in aiding us to 
maintain our schedules on our prime contract. 

The time, effort, and money which you expended in getting tooled up for the 
two parts which you are making for our company we know has been considerable 
and we appreciate your cooperation in going ahead prior to receiving a signed 
contract. Through your company and employees’ splendid support in working 
a day and night shift and Sundays when necessary is valued highly by our company. 
We know that you have been financially embarrassed for being a small company 
and having $50,000 invested in an order before you make shipments is a financial 

roblem. 
* We feel that it would be no less than fair for the Government to make finances 
readily available to capable small-business companies who have good credit 
references after they receive a defense order. It has been our experience that a 
manufacturer usually has to complete his order approximately 70 percent before 
he can start to realize any profit. We hope that it will be possible for you to 
realize a profit on all our orders. 

Again thanking you for your past and future cooperation and as long as you 
supply us with good quality parts and keep up with our schedules, same will be 
appreciated. 

Very truly yours, 
Precision Co., Inc. 
STAFFORD, 
Secretary-treasurer. 


City or INpIANAPOLIS, March 11, 1953. 
Senator Homer E. Caprenart, 
Senate Office Building, Washington, D. C. 

Dear SENATOR Capenart: I should like to call your attention as the chairman 
of the Banking and Currency Committee to the bearer of the letter, Mr. Roland 
H. Stewart, president of the Stewart Manufacturing Co. He has been one of 
the leaders here in Indianapolis in the small defense plants. 

I would appreciate it very much if you would see that he is given an opportunity 
to express his opinions and views on the contracts of the small defense plant 
activities. 

He is a good citizen of Indianapolis and possesses a good reputation for truth- 
fulness and veracity. Any courtesy you can extend to him will be very greatly 
appreciated by me. 

Very truly yours, 
Arex. M. Ciark, Mayor. 
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The CHarrman. We have witnesses Monday, and it is our hope 
that we may be able to conclude the public hearings on this legislation 
Monday, or Tuesday at the latest, so that we may go into executive 
session on this bill Tuesday or Wednesday, and then on Thursday of 
next week we will begin hearings on the Defense Production Act. 

The committee will stand in adjournment until Monday morning 
at 10 0'clock. 

(Whereupon, at 12 noon, the committee adjourned until 10 a.m. 
Monday, May 18, 1953.) 
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MONDAY, MAY 18, 1953 


Housrt or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Jesse P. Wolcott (chairman 
of the committee) presiding. 

Present: Messrs. Wolcott (presiding), Talle, Betts, Merrill, Oak- 
men, Hiestand, Stringfellow, Spence, Brown, Patman, O’Brien, and 
O'Hara. 

The Cuatrman. The committee will come to order. 

Mr. Spence. I would like to have the opportunity to file a state- 
ment of Frank Peluso, for the Continental Electric Equipment Corp., 
of Ludlow, Ky. 

The CHatrMan. So ordered. 

(The statement referred to is as follows:) 


CONTINENTAL Evectric Equirment Co., 
Cincinnati 1, Ohio, May 26, 1958. 
Tue Houst Currency Commirree, 
Congressional Office Building, 
Washington, D.C. 

GENTLEMEN: Continental Electric Equipment Co. was incorporated under the 
laws of the State of Ohio in April of 1949. It entered the field of the manufacture 
of electrical distribution equipment, the first new entry into this particular 
industry in over a deeade. 

It was incorporated with a personnel of 4 men having a combined total of 
experience of approximately 65 vears. Through the exertion of long hours of work 
and foresighted, long-range planning, coupled with a frugal econoniy, this corpora- 
tion has emerged 4 years later with a personnel of over 400 employees, the addition 
of new plant facilities recently dedicated on March 20, 1953, and the faet that it 
is doing business with an ever increasing list of customers who represent an Ameri- 
ean “Industrial Who’s Who’’,! indicates conclusively that this corporation is 
growing strongly and soundly. 

With a proven record of competence, craftsmanship in its produets of the 
highest ealiber, and with facilities to provide complete engineering of particular 
orders from start to delivery, has merited the commendation and praise of its 
customers including a letter for meritorious service issued by the Department 
of the Navy. 

But the continued suecess and growth of this corporation has also been aceom- 
panied by an increase and difficulty in seeuring contracts from Government 
agencies and departments. For example, during the latter part of 1052 this 
corporation was denied the opportunity to bid on a particular Government job 
attributable only to the fact that the consulting engineers handling the particular 
installation felt that we were not qualified due to the short corporate history of 
this company. We felt then and we still feel today that this was merely an 

' Aluminum Company of America, Ford Motor Co., Chevrolet Motor Co., Kaiser Engineers, Goodyear 
Tire & Rubber Co., the Austin Co., the H. K. Ferguson Co., Crysler Motor Corp., Genetal Motors Corp., 
Standard Oil Co., Manning-Maxwell & Moore, Cincinnati Gas & Electric Co., Owens Corning Fibre 
Glass Co., Wright Patterson Field, Reynolds Metals Corp., Delco Division of GMC, Proctor & Gamble 
Co., Blaw-Knox Co., Frigidaire Division of GMC, Brown-Lipe Chapin Co., division of GMC, Boeing 
Aireraft Corp., North American Aviation Corp., U.S. Corps of Engineers, General Mills Corp., United 
Engineers & Constructors, Fluor Corp., Crosley Aveo Corp., American Enka Corp., Armco Stee! Corp., 
Studebaker Corp. 
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arbitrary decision on the part of the engineers sinee it could have been easily 
verified, by means of simple investigation, that the competence and quality of 
our products demonstrates the integrity and ability of our company beyond the 
realm of doubt. 

On still another occasion, this corporation was denied an order under a Govern- 
ment facilities contract even when we are almost positive that ours was the lowest 
bona fide bid. Nevertheless, a larger corporation was awarded this contract 
even in view of the fact that it will cost the American taxpayer considerably more 
to fulfill the cost of this contractual commitment. 

More recently, we have experienced an increasing amount of difficulty under 
revised provisions for methods of bidding on Atomic Energy Commission contracts, 
particularly those of the Atomic Energy Commission site located at Portsmouth, 
Ohio. We feel, in this particular case, that the revisions and the methods of 
bidding on contracts for this instant department of the Government have been 
made so stringent as to diminish the possibility for the award of such contracts to 
small businesses such as ours. On the contrary, it is felt now that the large, older, 
and established corporations will have a much easier time of being awarded these 
Government contracts, all to the detriment of small businesses which we feel have 
been unjustifiably discriminated against. In view of the fact that this company 
has furnished a considerable amount of electrical distribution equipment for 
Atomic Energy Commission installations at Oak Ridge, Tenn.; Paducah, Ky.; 
Savannah River, Aiken, 8. C.; and lately, Portsmouth, Ohio; we feel that we have 
more than proven our ability to furnish equipment of the highest caliber necessary 
for such vital work in the interest of national defense. 

We have attempted repeatedly as a corporate entity to urge, both in the House 
and in the Senate of the Congress of the United States of America, some sort of 
realistic recognition of the needs and of the urgency of these needs of small busi- 
nesses in the Nation’#economy today. When it becomes apparent that the in- 
terests of these same small businesses have been ignored, it becomes consequently 
apparent that the free competitive system of our Nation is being done irreparable 
injury. The existence of small businesses in our national economy is as vital to 
this Nation as is the existence of the large established corporation. When an 
overbalance of power is allowed to proceed in one direction, the equilibrium of our 
economy is ‘‘tipped’’ dangerously and our competitive system is about to be done 
serious harm, 

The small business administration bill, which this committee is considering for 
legislative enactment, is, perhaps, to date one of the most constructive and real- 
istic attempts to preserve and insure the beneficial activity of small businesses in 
our national economy. It is needless to call to your attention the provisions of 
this bill but it is imperative to state here that only by such means as afforded by 
this bill can small businesses participate successfully in the national economy, 
The present trend toward the strengthening of monopolies can be decreased and 
arrested successfully merely by allowing free competition to exist. That small 
businesses can compete successfully is itself an established fact. 

In conclusion, therefore, we sincerely and wholeheartedly urge that this com- 
mittee give this small administration bill serious and deliberate thought for, with 
its passage and enactment into law, small businesses throughout the Nation will 
have been given the stimulation and assurance that they have so rightfully and 
meritoriously achieved, 

We sincerely and respectfully wish to thank the chairman of this committee 
and its members for the opportunity of presenting this statement. 

Respectfully submitted, 

Frank A. PELvuso, 
Corporation Altorney. 

The CHarrMan. Gentlemen, we learn with great sorrow about the 
passing of one of our esteemed Members. 

Mr. Merlin Hull was a member of this committee for a good many 
vears, and the oldest Member of the Congress. He has been for 
some time an outstanding and esteemed member of this committee 
and the Congress. We all express our deep sympathy to his family 
and to the other Members of the House. 

Mr. Hull was a man of principle, and always abided by those prin- 
ciples, and was never hesitant to advance those principles here in the 
committee or the House. He was a man who was generally respected 
and | am sure we will miss him. 
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The clerk will be requested to send flowers to the funeral and if 
any of the members find it advisable or find it convenient to do so, 
I am sure the family will be glad to hear from any representatives of 
this committee. 

Funeral arrangements have been made, I understand. 

This morning we are going to consider H. R. 5141. 

Mr. Reese, president of the Park National Bank of Newark, 
Newark, Ohio, and vice president of the American Bankers Association, 
and Mr. Kelly, executive vice president of the Pennsylvania Co., for 
Banking and Trusts, Philadelphia, Pa., and chairman of the Small 
Business Credit Commission of the American Bankers Association, are 
present. 

| understand you want to be together in your testimony. We 
will be glad to have you proceed. 


STATEMENT OF EVERETT D. REESE, VICE PRESIDENT, AND 
WILLIAM KELLY, CHAIRMAN, SMALL BUSINESS CREDIT COM- 
MISSION, AMERICAN BANKERS ASSOCIATION 


Mr. Reese. Thank you, Mr. Chairman and members of the com- 
mittee. My name is Everett D. Reese and | am president of the 
Park National Bank of Newark, Newark, Ohio, and vice president 
of the American Bankers Association on which behalf | am making 
this statement. With your permission, I would like to outline briefly 
why our association has such a deep interest in the affaris of small 
business. It should be mentioned that the great majority of banks 
themselves are small business. 

Approximately 12,000 of the banks in this country can make loans 
only to small business. 

In April 1944, the association established a special commission, 
the Small Business Credit Commission, to see among other things 
that bank credit would be made available to every competent person, 
firm or corporation in the United States, needing it for a constructive 
purpose. 

While this commission has been in existence loans in all banks in 
the United States have increased from $25.4 billion to $75.4 billion 
as of January 1953. 

The most recent survey covering this subject made by one of the 
Government agencies showed that 90 percent of the loans held by 
banks at the time were to concerns with assets of $250,000 or less, 
and 66% percent of the loans were to business concerns with assets of 
less the $50,000. Nearly 75 percent of the estimated loans to small 
business were less than $5,000 and only 5.3 percent were in excess of 
$25,000. 

It would appear from the figures that small business is being taken 
care of adequately. 

The Small Business Credit Commission also was authorized to 
surry on a program of education for small-business concerns, giving 
them advice and counsel in connection with their operations and also 
providing them with books and other information and special busi- 
ness courses, all designed to improve their managerial ability. 

As you know, according to recent studies made by Dun & Brad- 
street, Ine., the paramount underlying cause for the failure of about 
88 percent of the business concerns is Incompetency, poor Manage- 
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ment. We have worked jointly with many universities and colleges 
on these special courses, which taught the small-business man account- 
ing, merchandising, insurance, taxes, and so forth. 

For the good of the customer and the community this type of edu- 
cational program for small business carried on by the banks and uni- 
versities is worthwhile, and one which the Department of Commerce, 
through its small business administration section, might well support. 
It should also aid on tax matters. 

Adequate tax relief is important to the success of small business 
concerns. 

The American Bankers Association has consistently been opposed 
to the power of the Government, and any of its agencies to make direct 
loans or to guarantee or insure loans business made by private finan- 
cial institutions. At its convention in 1947, for example, it resolved: 

Loans and loan guaranties by governmental and semigovernmental agencies 
are in reality subsidies favoring certain groups of borrowing. They impose a 
further burden on the taxpayers at a time when the Government’s budget must 
be drastically redueed and they encouraged unsound and inflationary lending. 

| would like to call your attention to the fact that the American 
Bankers Association is not alone in its opposition to Government 
lending. 

Two well-known national small-business associations also have 
opposed it. 

The Conference of American Small Business Organizations, at its 
14t}i national session, Mareh 23, 24, and 25, 1953, resolved, among other 
things: 

We do not believe that small business, because it is small, should be subsidized 
to the taxpayer directly or indirectly——or financed by publie funds * * 

This small-business organization recommended that any govern- 
mental administration for small business: 


Should not lend the taxpayers’ money to any concern which is not sufficiently 
worthy to justify a loan through normal banking facilities, unless for definite 
defense items and then only when such items cannot be otherwise produced. 

The National Small Business Men's Association, Ine., at its 15th 
national convention, May 4, 1953, recommended that: 

Granting or guaranteeing of loans by the Federal Government, except in a 
national emergency, are opposed. 

The American Bankers Association is opposed to Government 
lending for the following reasons: 

1. Lending by Government agencies to private business is not a 
proper governmental function of the reason that the funds to be lent 
are raised by taxation of all the citizens and used for the benefit of a 
selective group. 

2. Such lending is conducive to the making of loans in many cases 
to poorly managed or marginal concerns which as a result are kept 
alive in unfair competition with well managed and soundly financed 
other small-business concerns. 

The existence of Government-lending agencies places the Govern- 
ment in the position of being able to dictate to whom credit is to be 
extended, for what amount and for what purposes. 

It therefore could be used for political purposes and not for the best 
interests of the public. 


CREATION OF SMALL BUSINESS ADMINISTRATION 65 


3. Government lending vests in governmental agencies too much 
authority which can be used unwisely and to further self-interests. In 
that respect, reference is made to an interim report of the Senate 
Committee on Banking and Curreney in connection with the investi- 
gation of the RFC. This report reads in part: 

* * * illustrates the weaknesses which have existed in the top management in 
the RFC in the recent past and which continue to exist at present. It illustrates 
also the consequences which attend the existence of such weaknesses, 

4. Most governmental agencies do not pay their own way. The 
expenses of processing a loan by the Government is extremely costly. 
In the testimony on the RFC it was pointed out that that agency 
could not break even on a loan less than $75,000. This certainly does 
not represent typical lending to small-business concerns. 

5. The banks of this country have demonstrated clearly their 
readiness and ability to supply the justifiable credit needs of industry 
and commerce, small as well as large. 

We urge, therefore, the striking out of H. R. 514i provisions relat- 
ing to the making of loans and the making of such amendments to 
H. R. 5141 as would correct other features, to which my associate Mr. 
Kelly and I might refer. 

Thank you, Mr. Chairman. 

The Cuarrman. Mr. Kelly, will you continue with your statement? 

Mr. Parman. Just a minute, Mr. Chairman. Is this part of the 
same testimony? 

Mr. Keury. Yes. 

Mr. Parman. Both represent the American Bank Association? 

Mr. Ketry. Yes. 

Mr. Parman. At the right time I want to ask some questions. | 
did not want to forego the opportunity, if the witness is excused, but 
of course, if the chairman wants the witness to go ahead 

The CHarrmMan. They are appearing together. 

Go ahead, Mr. Kelly. 

Mr. Keury. I will not repeat what Mr. Reese said. 

My name is William Kelly and I am executive vice president of the 
Pennsylvania Co. for Banking and Trusts, Philadelphia, Pa., and 
chairman of the small business credit commission of the American 
Bankers Association. 

I am making this statement on behalf of this association. With 
your permission, | would like first to discuss certain features of H. R. 
5141 and afterward make some observations generally. 

H. R. 5141 creates a Small Business Administration, giving to it 
many of the functions now vested in the Small Defense Administra- 
tion which terminates on June 30, 1953. H. R. 5141, however, 
broadens the objectives of the Small Defense Plants Administration 
which was aimed primarily to promote the national defense. We 
subscribe to the principle that there should be an ageney within the 
Government designed to aid small business but believe that it properly 
should be integrated within the Department of Commerce rather than 
established as an independent agency. 

It would seem that the Assistant Secretary of Commerce in his 
testimony on May 14 shared this opinion. 

It was my privilege to testify on March 11, 1953, before the Senate 


Banking and Currency Committee on S. 753 which has to do with the 
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continuance of the existing Small Defense Plants Administration. 
1 stated: 

We urge that this ageney be permitted to expire at the close of June 30, 1953 
aes. his recommendation is made in the interests of economy and a savings 
to taxpayers. 

It is believed that the functions of this ageney can be handled satisfactorily by 
various other permanent agencies of the Government and with proper protection 
of the best interests of small business. Some functions formerly were success- 
fully carried on by these permanent agencies. These functions should be restored 
to them, perhaps with a sharper clarification of the authority and responsibilities. 
The resulting transfer of functions, it is felt, would terminate certain duplication 
and overlapping of some services already performed by these other agencies and 
would eliminate the expense of maintaining still another governmental organiza- 
tion both in Washington and in the field to administer these functions. 

Therefore, we would be in favor of restoring to the Department of 
Commerce some of the functions which it previously performed for 
small business before the advent of the Small Defense Plants Adminis- 
tration and giving the Department more definite responsibilities and 
authority. To have an independent agency for one particular segment 
of business seems unnecessary and wasteful. In effect, Congress 
would be creating a number of Departments of Commerce, one to 
look after the interests of big business, another to treat with the 
problems of small business, and still another to deal with the problems 
of small manufacturers. 

Somewhere along the line, there would have to be a ccordination of 
the objectives of the several departments of commerce. 

There is no reason to believe that the Department of Commerce is 
not capable of handling any conflicting interests of the various types 
of business concerns on a statesmanlike, impartial basis for the best 
interest of the public. 

To add stature to the section of the Department of Commerce 
charged with the responsibility of looking after the interests of small 
business there should be in charge an official of the Department of 
Commerce of sufficiently high policy level to enable him to secure the 
cooperation and coordination of other governmental agencies. 

H. R. 5141 attempts to describe or set up criteria for defining a 
small-business concern. 

In part, it reads: 

A small-business concern shall be deemed to be one which is independently 
owned and operated and which is not dominant in its field of operation. 

Under this description, it would be possible to consider the Stude- 
baker Manufacturing Co. and the Hudson Motor Car Co. as small 
business because in the field of their operation, the automobile in- 
dustry, they are small in relation to General Motors and Chrysler 
Corp. despite the fact that these two companies employ several 
thousand employees and have assets running into millions of dollars. 

I would like to make this observation, that any corporation whose 
stock is widely owned by many shareholders does not seem to me to 
represent small business. I think of small business as being closely 
owned by individuals in a local community. 

The definition given in H. R. 5141 must be tied up with the lending 
powers contained therein. For lending purposes it would seem 
desirable to consider whether or not a concern is small by the amount 
of its net tangible worth which, incidentally, was not included in the 
bill as one of the criteria for defining a small business. 
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From the standpoint of financial worth, I would like to refer you 
to a study made in 1944 by Dun «& Bradstreet, Inc. It classified all 
active commercial and industrial firms listed by it according to tan- 
gible net worth. This revealed that 90.3 percent of the firms had 
tangible net worth of $20,000 or less, 98.7 percent had tangible net 
worth of less than $200,000. These figures, it seems to me, repre- 
sent a more realistic conception of small-business concerns. It is 
hard to believe that some of the extremely large loans which have 
been made by existing and previous governmental agencies, in the 
past actually were loans to small business. 

H. R. 5141 provides for a revolving fund of $500 million outstand- 
ing at any one time, $400 million of which can be used for loan pur- 
poses. This would make this Small Business Administration one of 
the largest lending institutions in this country. These funds would 
be available to the administration without any cost. 

For several years Congress has attempted to get governmental 
agencies lending money to compensate the Treasury for the use of 
the funds. The RFC, for example, finally was directed to pay 
interest on Government funds used, based upon the current average 
rate of outstanding marketable obligations of the United States. 
This bill would create an agency exempt from taxes, using Govern- 
ment funds without cost. 

H. R. 5141 provides for this agency to enter into contracts with 
other agencies of the United States Government and to arrange for 
the performance of the same. This would permit the Government 
to engage in business in competition with private industry. It could 
well lead to the Government operation of plants producing an un- 
limited variety of items in competition with established industry. 

H. R. 5141 provides that the Small Business Administration shall 
make a complete inventory of all productive facilities of small- 
business concerns. 

It seems to us that this would be an extremely costly venture and 
of questionable value. 

The statistical information would have to be kept on a current 
basis which might be difficult because of the shifts in ownership and 
the constant change in facilities. It is interesting to note that the 
House of Representatives removed from the Department of Com- 
merce appropriation bill, funds for the proposed censuses of business, 
transportation, manufacturers, and mineral industries and of agri- 
culture. 

H. R. 5141 would create a new permanent agency of the Govern- 
ment at a time when efforts are being made to reduce the expenses of 
the Government. It might be that this new agency is to be considered 
as the replacement for lending purposes not only of the Small Defense 
Plants Administration but also of the RFC and the authority for 
making loans under 13b of the Federal Reserve Act. L cannot help 
but wonder why this new agency is being established before final 
determination is made as to what is to be done with the RFC. 

This new agency would require the building of a new organization, 
the expense of recruiting and training competent help in various 
sections of the country, and the determination of many other organ- 
izational problems before the agency could be of any value. The 
proposed new agency would not produce any economy. 
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It is felt that the other functions proposed for the Small Business 
Administration could be placed more properly within the Department 
of Commerce rather than in a new permanent independent agency. 
In the long run such an arrangement would be more economical, 
particularly as the field offices and the Washington office of the 
Department of Commerce would be geared to handle the problems of 
all types of business. 

As Mr. Reese already has pointed out to you, the American Bankers 
Association is opposed to the Government engaging directly or in- 
directly in the lending of funds. 

Furthermore, H. R. 5141 provides for direct lending and without 
the limitations and restrictions Congress by statute and by expressions 
of intent has set up for governing the operations of the RFC. 

In your consideration of H. R. 5141, it is our hope that you will 
give careful consideration to the points that we have attempted to 
present today. We believe that there is no need for any governmental 
agency at this time to make loans directly or indirectly or to guarantee 
or insure such loans to small-business concerns, that the banks of this 
country are ready, willing, and able to take care of the worthy credit 
needs of small-business concerns. 

We further believe that any agency set up to give assistance to 
small business should be established within the Department of 
Commerce and not as an independent agency, so that it can make use 
of the facilities of the Department both in Washington and in the field 
at a savings to the American taxpayer. 

This would be in the interests of economy and would conform, we 
believe, with the program of the administration to economize and to 
preserve the free-enterprise system. 

Thank you, Mr. Chairman. 

The CHatrmMan. Have you any questions, Mr. Patman? 

Mr. Parman. Yes. 

The Cuatrman. Mr. Patman. 

Mr. Parman. Mr. Reese, I notice that you mention about a couple 
of small-business organizations, so-called, here. 

Are you sure about them representing the small man? 

Mr. Reese. That was the intent of their being organized, to 
represent small business. 

Mr. Parman. Well, I happen to know they do not. They are both 
fractions, and when they come before this committee, I will be able 
to show it. I doubt if they will. I have known about them over the 
vears. 1am sorry you tied your case to two concerns like that, that 
I just know they are not bons fide. 

I never heard of them advocating anything for small concerns. 
I mean directly, where there is conflict of interest. I have never 
heard of them upholding something that was intended to support 
small business solely. 

1 have watched them over the years. They are supported by the 
billionaire corporations. 

That is where they get their support. 

You do not consider that type of organization very helpful in 
supporting your case? 

Mr. Reese. Not if that is the fact. 

Mr. Parman. And I assure you that is, with no “ifs,” “ands,” or 
“buts,” if either one of them come before this committee, I will bring 


it out. 
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So I hope you will not consider that too seriously. 

Now, the point you make here that there should be no subsidies 
and no special legislation for any group. That is what | gather you 
don’t believe in, special legislation for any group; is that right? 

Mr. Reese. In the field of lending money, that is right. 

Mr. Parman. That is vour view, too, Mr. Kelly? You do not 
want any special legislation, special benefits, to any group? 

You both believe in the free enterprise, competitive system. 

Mr. Reese. That is correct. 

Mr. Parman. Now, in the case of the banks themselves, vou 
represent the American Bankers Association. 

This Congress passed some special legislation one time just for 
banks. 

That legislation was, | guess, not just one time, but a lot of times. 

I will just name this one instance. When that is made unlawful for 
banks to pay interest on demand deposits. 

At that time, they were paying nearly a half a billion dollars a 
year interest on the demand deposits, and the argument was given, 
it was then said, that our country was in a serious state and there 
Was competition between the banks that was calculated to weaken 
some banks and this legislation was calculated to remedy that. 

You remember that. 

Mr. Reese. Verv well. 

Mr. Parman. You do remember that; do you not? 

Mr. Reese. do, very well. 

Mr. Parman. Now, the Congress passed that in 1933; and since 
that time, it has remained on the statute book. That is, special 
legislation for a special group, just the banks, and that is of great 
benefit to the banks. 

If that were not effective today, vou would be paying out a billion 
ora billion and a half dollars interest on demand deposits, as compared 
to what vou had to pay out before that time. 

You are not in favor of repealing that legislation, are vou? 

Mr. Reese. A greater part of the interest that was paid was 
paid within the banking system itself, and it was paid by the larger 
banks that had deposits from the larger banks that had smaller banks 
throughout the country, so that many banks were harmed by that 
system. 

Mr. Parman. You are getting close to it. I do not agree to the 
larger percentage. 

I agree some of it was. | think it was a smaller percentage. 

Mr. Reese. Of course that legislation was passed in the publie 
interest, so as to prevent what was supposedly a bad practice within 
the banking industry. 

Mr. Parman. | know, but there is a case where the banks do not 
want to be trusted to compete with one another, when they were 
faced with that situation. 

Mr. Reese. I happen to be a country-seat banker, myself. 

Mr. Parman. That is usually the kind that the Bankers Association 
sends down here. They would not think of sending anyone else. 

Mr. Reese. That is the kind they send because that is the kind 
they have most of. Out of 15,000 members, 13,700 of them are 
really country banks. 

Mr. Parman. That is right, and for that reason, vou say they are 
for the small man, but it proves my point. 
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The American Bankers Association is composed of these little 
fellows, and the big fellows are in the minority, and yet in any case 
where there is a conflict of interest, they always will go with the big 
man, they never go with the little one, and right now, can you name 
me a case where there was a conflict of interest between the big 
fellow and the little fellow, where the American Bankers Association 
ever took the side of the little man. 

Mr. Reese. I have no complaints about the American banking 
system. I started in as a teller. 

Mr. Parman. I haven’t, either. 

Mr. Reese. And IT am still in a small bank, and I have no com- 
plaints against the large city banks. 

Mr. Parman. And I imagine Mr. Kelly is, too; are you not? 

Mr. Ketiy. No, Mr. Congressman, I am not. 

T am from a large city bank. You see, the association is democratic 
and even though we big fellows are outnumbered, we have our 
representation, 

Mr. Parman. But you always get the decision. 

Mr. don’t think so. 

Mr. Parman. The big bankers always get the decision, and I 
would like if either one of you fellows could cite me a single instance 
in the many years in which vou have been with the American banking 
system, where the conflicts between the big man and the little man 
has arisen, where vou have ever taken the side of the little man. 

Mr. Reese. One of the most important aspects of the American 
Banking Association has been the small business credit commission. 

Mr. Parman. What was that? 

Mr. Reese. The small business credit commission of the American 
Bankers Association. That was organized in 1944 distinetly for 
small business. 

Mr. Parman. I never heard of it. Did they ever do any good? 

Mr. Reese. Well, we feel that it has accomplished a great deal. 

Mr. Parman. I never heard of it. Did they make any reports? 

Mr. Reese. They make reports within the American Bankers 
Association. 

Mr. Parman. I would like to see one. You would be doing me 
a real service if you were to send me one. | would be happy to know 
that it is doing some good. 

Mr. Reese. I would be glad to tell you about it. 

Mr. Parman. I do not want to take up the time of the Committee. 

Mr. Merrizu. I certainly would like to hear it, Mr. Chairman. 

Mr. Parman. Go right ahead. 

Mr. Reese. This small-business credit commission was organized 
in 1944 and has become one of the most important works of the 
American Bankers Association. I was on the committee from the 
start and was chairman for the last several years. 

My place has been taken by Mr. Kelly. 

That was to direct the attention of all of the banks of the United 
States, large as well as small, to the needs of small business. 

You start out with the fact that the banking business, as a whole, 
in this country, is small business in itself. 

Twelve thousand banks are under $5 million in resources and can 
only loan about $35,000 to $40,000. That is their top lending limit. 
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Their entire viewpoint is in the field of small business. They are 
not Wall Street. They are not international, but they are dealing 
with local business and local individuals. 

The only objectives that this small-business credit commission 
has is to help the small-business man, because all figures show that 
the great need of small business is better management, and not 
greater credit. 

To an extent, it is possible that there has been too much credit 
available to small business in this country, and banking itself, within 
the field of small business, is highly competitive. 

If the small-business man is looking for credit for his business were 
to look for it on the same basis that he does for other products, he 
will find that the money market in the field of small business is highly 
competitive. 

[ live in a town of 40,000 people with 4 banks, and I tell you there 
isn’t any commodity in that community that is sold that is anymore 
competitive than money, and it reaches the need. 

That is not only true where I live. The National City Bank of 
New York, the Bank of America, in California, the Pennsylvania 
Co., in Philadelphia, the Citizens & Southern Bank of Atlanta, and 
other such banks. In many cities throughout this country, are 
interested in this problem and most of them are very conscious of the 
needs of small business, and are really competitive in the field of getting 
this business, and that applies to the terms, the rates, and other things 
in connection with the loans to small business. 

I think banking as a whole, therefore has been made more conscious 
through this commission. 

We want to eduate the small-business man and educate him to 
conduct a better small business. 

We hold various clinics at universities around the country. 

Mr. Kelly is holding these clinics at such universities as Temple 
University, of Philadelphia; the University of Pittsburgh; Dennison 
University, of Ohio; and Columbia University, of New York City, to 
help the small-business man get the things which he needs, and that,is 
more tools with which to work. 

One of the objectives was also to help educate the banker to be more 
conscious of the needs of small business, and to work with the super- 
visory authorities, to make them more conscious. 

There were complaints that some of the supervisory authorities were 
thinking in terms of only 90 days or 6-month loans. 

The objective there was to show them that many small businesses 
needed 1-vear credit, 2-vear credit, or 5-year credit, so that along with 
helping to educate small business, we set about to educate the banker 
and the supervisory authorities, wherever possible, to recognize the 
fundamental needs of small business. 

We want to help small business to grow in spite of high taxation, 
the red tape, and many handicaps that have been placed upon it. 

Mr. Parman. Mr. Reese, | failed to mention one thing that hurts 
small business, I think, worse than any other one thing, and that is 
price discrimination. 

Do you run into that in dealing with your problems? In other 
words, vour little corner grocery, when he has got to pay more for the 
merchandise than the fellow across the street, hasn’t got much of a 
chance, has he? 
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Mr. Revse. That is true. 

Mr. Parman. Have you run into or dealt with any of those prob- 
lems? 

Mr. Reese. In the field of retail groceries, vou have one of the 
most difficult fields in which the small man could operate, but by and 
large, when we find a man who is diligent, reasonably intelligent, and 
competent, and works hard, he makes a suecess of small business and 
credit follows competence in the field of small! business as well as in 
the field of large business. 

Mr. Parman. But I think equality of opportunity in buving is even 
more essential than credit, because the credit is no good to him if he 
is going to be put out of business through some competitor getting a 
lower price and underselling him. The credit would not be any good 
to him in that case, would it? 

We have had a lot of bills down here, and some of them have been 
enacted into laws, protecting the small-town merchant against price 
discrimination, 

Have you ever interested yourself in those bills? 

Mr. Reese. No, I don’t think that I have, directly. 

Mr. Parman. I will tell vou about a bill. We have a bill and it 
is a law now, passed in 1936, and they have been trying to change it 
in every session of Congress, providing that the little man can get 
the same price as the big man across the street, except where they can 
show a difference in the cost of manufacture, sale and delivery, to the 
big man. They can give him a better price to that extent only. 

They are trying to change that law and I have not heard of you 
fellows saying a word about it. We need a friend of the little man 
down here all the time, and we have not heard the bankers coming in 
her and saving a word for them. 

Mr. Reese. It is a little difficult for us to be world savers and mis- 
sionaries in every field. 

Mr. Parman. This is in the field of domestic economy, though. 

Mir. Riese. Say in the field of finance. 

Mr. Parman. If you save them in your county, you save them all 
over the country, don’t— because vou take the grocery business, which 
is the toughest competition, I guess, there is, and I tell you if the local 
people can get the proper opportunity in buying, they can whip these 
national chains to death, and I can give you illustrations of that, one 
after the other. 

But whenever the big fellow begins to get secret rebates and secret 
discounts and special prices, the man, the little man, hasn't got a 
chance, and have you fellows ever taken any interest in that, to help 
the little man? 

Mr. Reesr. We try in every way, when credit will help them be- 
come a better buyer. 

The Cuarrman. Will you vield? 

Mr. Parman. Yes. 

The CHarrMan. I have forgotten the details of the law vou mention. 
How is it enforced? How does it operate? 

Mr. Parman. It is enforced several ways: One is the Federal Trade 
Commission can issue a cease-and-desist order. 

No. 2: The Department of Justice can see that a criminal indict- 
ment can be brought against them. 
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No. 3 is that treble damages can be sued for by the person who is 
oppressed. 

Those are three ways in which it can be applied. 

The CHarrman. You say it enforces the same prices. How does 
it enforce prices in that respect? 

Mr. Parman. It is not price control at all. In other words, the law 
is against cheating and chiseling and racketeering. — It is the Robinson- 
‘Patman Act, effective June 19, 1936. That is what it is. If a seller 
comes down to your hometown from a manufacturing plant and he 
gives your hometown merchant a certain price for a certain quantity, 
delivered there, and he goes across the street and he gives the man a 
discount, a secret rebate, a lower price for the same quantity under 
the same circumstances, he is violating the law, just like any other 
law, and it can be enforced either by criminal indictment of a grand 
jury, or a presentment of the United States district authority, or a 
cease-and-desist order of the Federal Trade Commission, or a person 
across the street who is discriminated aguinst can sue for treble 
damages, against that manufacturer. 

It is a good law. 

Mr. Kevtry. We are interested in something that will improve the 
stability of small business, because there is a lot of money invested in 
small business. 

Mr. Parman. I know you have. 

Mr. Ketry. We think that anything vou can do to improve the 
stability under which the small-business man has to operate is of 
direct advantage to the man. 

Mr. Patman. I know, but sometimes people do things against 
their own interest, and I would just like you to name something for 
us where you took an interest in the laws for protecting the small- 
business man, because that would help you and your own business. 

Mr. Ketty. I think we are in the same position as the 15,000 banks. 
We have 24 branches and if we don’t do business with small business, 
we don’t do business. 

Mr. Patman. Yes. 

Mr. Ketiy. We made, in the last year, over 5,000 loans on install- 
ment basis to small business, repayable in 1 to 5 years, and those 
loans have averaged over $3,500 in amount. 

We spent $150,000 last year advertising for loans, of which $30,000 
was directed to loans for small business alone. Through that program 
we brought a lot of small-business men into the bank. 

The Bank of America does the same thing. So does the National 
City Bank. 

Mr. Parman. That isn’t what I want. Some business individuals 
and some business groups fight viciously against legislation to benefit 
the laboring man or the farmer when we move to put it into effect. 
The man who is advocating that course would be the first to be put 
out of business if the legislation were to be passed. 

It would just stop all the purchasing power in his community that 
enables him to sell his merchandise. I can’t understand the viewpoint 
of some businessmen on that. I think it is just due to the fact that 
they fail to see far enough down the road and beyond their own 
objective. 

I am not questioning the motives, the intentions, the patriotism, 
or the civic-mindedness of these people. I just believe they are failing 
to look far enough down the road. 
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I think that price discrimination hurts the small-business man 
more than everything else. What good is credit to him under those 
circumstances if all he gets is credit. You are doing that man no 
service if you let a man be jockeyed into a position where his business 
is taken away from him by unfair dealing on the part of some chiseling, 
cheating competitor. 

I think you will pardon my suggestion, since you gentlemen evi- 
dently have a good organization within your organization which L 
did not know of. I am so ignorant of some of these things but Mr. 
Reese tells me about it, and I know would suggest you give more 
attention to price discrimination—and I say to you, whatever you do 
in that line, you are going to run against the cold shoulder from the 
big man. 

T know he will make it hard for you. I don’t know whetaer you 
fellows can take it. However, we Members of Congress have to take 
it. I wish the bankers would take it sometime. 

Mr. Ketiy. We think we are pretty much under pressure all the 
time, as well as Congress. 

Mr. Parman. I know you are sincere in meaning the Department 
of Commerce. I am sure it is headed by a good sincere person. I 
don’t question his motives, his ability, patriotism, or anything else, 
but it goes right back to a man being in charge at the top who has 
got both big business and little business under him, and I would like 
to reiterate what I have always said: I have never known a case 
wherein both big ones and little ones were involved, in the case of a 
conflict of interest, where the little man wins out. The big man 
always Wins. 

I have not known of any cases where there has been any other result. 
I am anxious for someone to cite me a case or two, but I haven't known 
of any yet, and for that reason I am not willing to have the little man 
go into the Department of Commerce in competition with this blue- 
ribbon advisory council composed of 100 of the representatives of the 
biggest business in the country. 

Again, I am not questioning their motives. They are working in 
the interests of their own organizations. But they have there a closed 
shop, a kind of blue-ribbon deal, blue-ribbon advisory couneil, and 
they are advising the Department of Commerce and they come from 
the biggest business in the country, and what chance would the little 
man have in a department such as that. 

He would be very much like an illegitimate youth at a family 
reunion. He would not have much chance. 

Mr. Ketry. In my statement, I suggested that they want to get a 
man in the Department with such stature to look after the interest of 
small business. 

Mr. Parman. And he will do it, and do a good job, but when there is 
something to be done, they have to go to the top, and that is where 
they always have to go, and that is where the decision will be made. 

Make no mistake about it. The fellow who represents small busi- 
ness will do a good job. He will holler his head off, and represent the 
little man in the process, but it is the fellow at the top who is the one 
who is going to decide it. He is the one that is going to win. 

The Cuairman. Are there any further questions? Mr. Talle. 

Mr. Tare. I just wanted to ask one question. Rather than have 
the institution, whether it be the RFC, or a similar one, die altogether, 
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as a servant to small business, vou would not hold out for the Depart- 
ment of Commerce relentlessly; that is, must it be one thing or 
nothing to satisfy you? 

Mr. Keuty. You mean rather than have the REC, say, die entirely? 

Mr. Tauue. | didn’t word it very well. You want the new agency 
in the Department of Commerce? If we do not agree, are you firm 
aguinst an independent agency? 

Mr. Kentiy. That is right. We want the functions put in the 
Department of Commerce, but we are opposed to the direct lending 
authority, whether it is in the Department of Commerce or the RFC, 
or What have you. And we are opposed to that. 

Mr. Tatie. But vou are interested enough in small business so 
that if vou can’t have the agency in the Department of Commerce, 
you would rather have it outside, independent, than not at all? 

Mr. Ketry. I think we said we are very much interested and we 
think there should be an ageney within the Government devoted to 
the interest of small business, and I agree with you, rather than uot 
have it at all, we would rather have it in another ageney. That is 
correct. 

Mr. That is all. 

The CHatrMan. Mr. Merrill. 

Mr. Merri. In some of these recommendations, the character 
and weight given to your recommendation depends upon the makeup 
of your organization. 

would like to get this thing clarified, as to the American Bankers 
Association. You, Mr. Reese, say that you are a small banker. 

Mr. Reese. Yes. 

Mr. Merrit. In your own mind, are you a stooge for the big 
boys, or does the American Banker Association represent a point 
of view that vou honestly take as an operating small banker in a 
comparatively small town? 

Mr. Reese. Well, I have had quite a wonderful opportunity in the 
banking business. I started out and felt that the banking business 
was a great chance for me to express myself. I graduated in the 
first class of banking from Ohio State University, having worked my 
way through school, and I was in the securities business for 2 years 
and also teaching in college, and then I went in the bank with which 
I am now, which was a bank that at that time had $600,000 in re- 
sources, and which has now about $18 million in resources. 

I started in with the title of assistant cashier, | was a teller, and 
I became active in organized banking, and in 1942, after all the vears 
of work, I became president of the Ohio Bankers Association, “Then 
I became interested in the American Bankers Association, as a step 
up, and worked on the executive council, the small business credit 
commission, and last year, was elected vice president of the American 
Bankers Association. 

I can say to you that I never have represented any organization or 
any spirit within that organization. I have acted entirely within 
my own judgment and viewpoint and with complete honesty. 

‘T have never been a tool of the Ohio Bankers Association in any 
legislation, or the American Bankers Association in any legislation, 
and would not be. 

I am on a tour of this country calling upon and attending many 
of the State association meetings, which is one of the functions of 
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the vice president. When one is vice president he is invited by the 
State association to visit them. I have attended a great many 
this year. 

No one in the American Bankers Association gave me one word 
to say to any of the State organizations. I do not have a speech 
written. My speech is entirely in outline form and I give it without 
even notes, and I say what I want to say to the bankers of this country. 

I am not a tool, | am myself, and I never would have consented to 
become any officer of the American Bankers Association if I were 
going to be used by a group which was supposedly in control of me. 

There is no control of the American Bankers Association. 

Mr. Mernrixu. Isn’t this true, that most of these little banks, and 
that is most of what belongs to the American Bankers Associstion 
isn’t it very true their very life depends on the continued life of not 
only small, but very small business? 

Mr. Reese. That is correct. 

Now, when a banker thinks in terms of small business, we are 
thinking of filling stations and the corner grocery, and the little 
manufacturer who starts. I could give you so many illustrations 
where credit has followed competence. Let me stress this fact: 
12,000 of the 15,000 banks in the United States have total resources 
of $4 million and cannot loan over $25,000 or $30,000. That is all 
they can do. Their very life depends upon small business. 

Now, this bill speaks of a top $100,000 loan, A $100,000 loan is a 
tremendous loan. That gets out of the class of what we think of 
in terms of small business. 

Mr. Merrit. Isn't it true, assuming that you were nothing but 
the most selfish type of person, and had no community responsibility 
in your makeup at all, and that selfishness alone were the motive, if 
you were to take the average banker, selfishness alone, as a motive 
would indicate that he should try to get as many of the loans of small 
business as he could possibly get. 

Mr. Reese. Yes. He may have the payroll account of a large 
plant in his community but he doesn’t make any loans to them. He 
could not loan his money if it were not entirely to small business. 
You could not have a local bank in a community if it did not depend 
upon small business from the standpoint of loans, as well as deposits. 

Mr. Merriti. Getting into the matter of direct Government loans, 
first of all, if I get the picture vou have given me, vou have traveled 
around quite a lot and have seen quite a bit of small business in opera- 
tion with relation to credit that is available. 

Mr. Reese. Yes. 

Mr. Merritt. What percentage of the really small business of 
America has ever profited to any extent from the fact that Government 
lending is available through some of these agencies of Government? 

Mr. Reese. I don’t know that, but I suppose there are isolated 
eases where a benefit has been gotten from Government loans, but 
frankly, I think that almost every worthy borrower that was compe- 
tent and aggressive enough to find the credit would have found the 
credit anyway. 

1 think the distinction is whether we are going to have a free-enter- 
prise system on a profit-and-loss basis where you are on your own 
bottom and must be resourceful and competent enough for it, and vou 
are entitled to credit because when you are entitled to credit, it means 
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that vou are borrowing someone else’s savings, or Whether you are 
going to have Government credit, which is subsidizing that fellow, 
and didn’t think in terms of whether he is competent or not. 

I can’t answer you definitely, but I think that private credit would 
have taken care of most of the needs of small business, except in 
times of emergency, in war effort, where a great many small concerns 
that needed to borrow way bevond their foundation of capital needed 
money, and there they did do a good job for the Government in the 
way of defense production. 

Mr. Merrrite. To what extent, when the Government enters into 
this direct loan sort of thing, do vou think they are actually invading a 


field which should be the field of financi ing, we will sav, which should 
be left to risk capital. 


Mr. Reese. 
hard to tell. 

Frankly, | have never seen, and do not know of any cases, where 
banks were not able to get the loans when they wanted the loans and 
I have never seen any unfair competition from the standpoint of the 
Government taking loans that the bank could take if they are running 
good substantial banks. 

Mr. Merritu. Do you think that Government, through this direet- 
loan program, is invading the field that should belong to risk capital, 
rather than lending money—and do you think that is good. 


Mr. Reese. | would think they had supplied loans where it was 
really a need for capital. 


Mr. Merrit. Of course, as long 
approve of that? 

Mr. Reese. I don’t think there is any question about that. 1 think 
the stand of the American Bankers Association has always been that 
in cases of emergency, the Government has to step in and grant credit 
where private credit could not take care of it. 

Mr. Merrinty. There is a limited amount of Government money 
available for direct loan, isn’t there? 

Mr. Reese. Yes. 

Mr. Merrit. If the Government goes into the direct loan business, 
apart from defense work, when vou consider the limited amount of 
Government money that must be available, and then when you con- 
sider the enormous amount of credit needs that business could have, 
when you think in terms of money, they might like to have, in addition 
to what the banks would let them borrow, what worries me is this: 

What method of selection is made in order to say that this business 
gets this additional credit over and above what private credit con- 
siders wise what little business is going to get that credit which 
comes into a shaded area of almost risk capital, and what business is 
going to be denied. 

What method of selection is used, do you know? 

Mr. Reese. No; I don’t know the method of selection but I do 
know that it is the very aggressive, retail tvpe of person who is going 
to get the loan, because he has to go through a lot of redtape and spend 
a lot of money to get the loan and it is going to be the aggressive type 
which gets the loan, if there is a choice who gets it. 

Mr. Merritt. I would like to know if I am justified in having some 
concern over that problem. 


It is very difficult to answer that question because it is 


as there is 2 need for defense, you 
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Mr. Reese. I think that vou are, because any amount of credit can 
be absorbed, and if there is a limited amount of credit, who gets the 
credit? Is it the really worthy man, or is it someone who is really a 
better salesman than the worthy man? Personally, I do not like the 
idea of me being taxed as an individual, to supply credit for a business 
concern. 1 don’t think it is fundamentally sound. 

Mr. Merrity. That is, for other than defense purposes. 

Mr. Reese. For defense purposes, | rule that out completely. But 
I resent taxing people’s money away in order to lend money to other 
people in business. 

If I raise my own capital and get my own credit, then let’s evervone 
go through the same procedure. [am not squawking as a banker, but 
in terms of a small-business man who in turn does not want to be 
taxed to raise money to lend to other people. It makes my road 
harder because I am being unfairly taxed for that type of thing. 

Mr. Merrrinyi. If the Government goes into the direct-loan business, 
can vou tell me, if vou know, how the Government is going to select 
this privileged type of individual who is to get the money, and on what 
basis will they deny it to other small business people? 

Mr. Reese. I do not know. 

Mr. Ketriy. I have had some experience in observing the activities 
of the RFC, and I think the record of some of the RFC activities 
would answer your question, Mr. Congressman. 

I think that Mr. Reese touched on it when he said that in many 
cases it is the salesman that gets the loan, and in many eases that loan 
that is so obtained is not a loan, but an advance of risk capital. 

Mr. OxakmMan. Would the gentleman vield? 

Mr. Merriti. Yes. 

Mr. Oakman. There on that risk capital, doesn’t the scarcity of 
that come about because of the existence of the very tax structure 
which we have today? Isn’t that the cause of that, the result being 
the absence of risk capital? 

Mr. Keiiy. That is right. 

Mr. Oakman. We are considering using Federal funds to loan to 
small business, which would not be necessary if we had a fair overall 
tax plan. I have seen the same small business needing additional 
risk capital, sound business, but the existing investors say they will 
put no more money in it, they can’t afford it, because by the time 
vou have the excess-profits tax, the corporation tax, and the individual 
income tax, the company has to make a thousand dollars to pay him 
back every hundred dollars of new money he put in the business. 

That is what has dried up risk capital so that now we are trying to 
get money, in terms of loans for business. 

If we could firm up this thing, and take out these inequities that 
stifle small business, there would not be all this need for loans to small 
business. Mr. Reese’s town is a good cross section of America. 

A couple of young men, say, are starting up in business, and they 
are sound and have got a sound business, and they are well thought 
of in the community, in the ordinary situation, as we knew it before 
World War II, they would have no trouble in getting a group together 
and raising that additional risk capital, but because of the very 
existence of the tax structure we have today, everybody is afraid of it. 

Mr. Merrint. I admit now I am a little dense on this thing, but 
I am still trying to get a picture of how this thing is going to work. 
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You say the filling station operator and the 2 or 3 kinds who leave 
an industrial plant to start a small machine shop where they make 
patterns, or one thing or another like that, and I have had a little 
bit of experience in starting out a lot of people on small-business enter- 
prises, and, of course, I have represented a few other small people, 
such as you say, the small grocer, or the small filling-station operators, 
and as | view the whole picture of American business, I don’t know 
whether it is thousands or millions of these type of people, as I view 
this great body of small-business people, and their credit needs, and 
as | recognize that most of them could, if they could get hold of it, 
use a little more money, though as you say, sometimes they are 
better off if they didn’t have quite so much ecredit—but looking at 
that picture, and then looking at the limited amount of money that 
the Government must necessarily put in this direct-loan business, 
unless we are going to make some gigantic lending agency out of it, 
looking at the enormous group of people necessarily qualified for 
credit, and looking at the amount of credit the Government can put 
into direct loans, I still want to know how that small amount of 
credit is going to be used justly and fairly to all of these people who 
can qualify as small business, and who are entitled to a little additional 
money, either in the way of capital, or lending. 

Do you see how it is going to work? 

Mr. Reese. Well, take the two fellows who have worked in the 
pattern shop or the machine shop. They are good mechanics, hard 
working, and they have saved a little money. What are their quali- 
fications? They are mechanical types, because they can do that type 
of thing. What they lack is knowledge in the field of accounting, 
finance, and things along that line. 

So they enter the Government field with a credit handicap, if 
Government credit is limited by the local pattern. 

Now, the local bankers no doubt have seen them grow up. The 
chances are, if the fellows are worthy, they will get credit on a local 
basis. 

On the other hand, if the fellow is a business promoter, he is the 
very fellow who is apt to get Government credit, because he knows 
the ropes and can go at it in the right direction, where the little fellow 
does not know how to proceed and is handicapped by his very nature. 

I think that is the way this thing works. 

Mr. Merrit. There is one problem that I think anvbody would 
know who looks at the banking system of America. I think I have to 
place the criticism on the smaller bankers, rather than on the bigger 
or middle-size bankers. 

I think in too many places in America there are bankers who hold 
to the idea of short-term loans. They want to consider security 
above everything else. They make the security of their loan first 
and foremost, above everything, even to the extent that there are 
communities in America who are being neglected because of over- 
conservative banking practices. 

There are banks where they do not even buy installment paper. 
They consider that outside. You say they won't make anything but 
90-day loans. Now, what suggestion do you have, and maybe you 
have covered this to a certain extent—what is the solution to the 
problem of the small-business man who happens to be unfortunate 
enough to live in a town where the banker is living 50 years in the 
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past, and vou are well aware of that, aren't you—what is the solution 
that you offer? 

Mr. Reese. That was one of the functions and objectives of the 
small-business credit commission, to educate the bankers in the job 
that they had to do. If we are going to keep the Government out of 
the lending business, the banks themselves had to become more com- 
petent, clear down the line to the littlest bank in the country, and that 
has been going on for 9 years, and I think it has been very effective. 

In other words, they have worked toward the goal of having the 
banks recognize the problem and solve it. And, second, there is that 
matter of competition, and that, I think, is where it is really catching 
hold. 

There is competition in moneylending throughout the United 
States, and it is intense, and I think competition is just as effective in 
the banking business as in any other type of business. 

1 don’t think there are many towns left in the United States where 
they aren't doing a pretty good job, and the spirit of competition and 
the need for more carnings have pushed them out to serve more and 
more people and do that more effectively. | think it is working in the 
United States. [doubt if there are many places where the competent 
businessman cannot get consideration for a loan. There may be 
some left, but I don’t think there are too many. 

The Cuatrman. Mr. Brown. 

Mr. Brown. Mr. Reese, came ina little late. 1 don’t understand 
what vour position ison RFC. Do vou want to see it liquidated? 

Mr. Reese. The REC? 

Mr. Brown. Yes. 

Mr. Reese. The position of the American Bankers Association is 
that we are opposed to any Government lending or guaranty of loans 
excepting in times of emergency. 

Mr. Brown. Do you want to see it liquidated? 

Mr. Reese. Yes. 

Mr. Brown. You know what the RFC is, do you not? It is 
organized for one purpose only, and that is to supply the needs of 
people in a community where other lending institutions are unable 
to extend credit. Of course, loans under RFC must be well secured. 

Mr. Reese. The RFC was organized in a time of emergency. 

Mr. Brown. We don’t have an emergency. 

Mr. Reese. No; we don’t have an emergency today. 

Mr. Brown. Can vou show me how the RFC has ever injured 
your bank in any way? 

Mr. Reese. | think it is the basic philosophy that is involved in it, 
and that is, whether you are going to tax one group of people and 
channel that money to the benefit of another group of people, unless 
it is distinctly in the interest of the international economy. 

Mr. Brown. I would appreciate it if you would answer my ques- 
tion directly, yes or no. 

Give me one instance where the RFC has injured your bank. 

Mr. Reese. Has injured our bank? 

Mr. Brown. Yes. 

Mr. Reese. I think the RFC has taxed our bank and the business 
in the towns in which I live. 
Mr. Brown. What was that? 


CREATION OF SMALL BUSINESS ADMINISTRATION Sl 


Mr. Reese. They have raised money by taxation, and caused our 
taxes to be higher, made our role more difficult, as well as other little 
businesses, in the whole country, in order to get a pile of money 
which they could lend to other businesses. , 

Mr. Brown. Is that the only objection that you have with the 
REC? 

Mr. Reese. I think there is a fundamental philosophy involved 
there. 

Mr. Brown. Suppose a business needs expansion. Can vou make 
a loan for a term of 10 years or more? 

Mr. Reese. There is money available through the American bank- 
ing system, through the large accumulation of insurance companies, 
building and loan associations; there is plenty of money available. 

We can make a real-estate loan for a term loan ef up to 10 years to a 
concern, 

Mr. Brown. You mean to the firm in the manufacturing business 
you can make a loan tor 10 years or more? 

Mr. Reese. For 10 years. 

Mr. Brown. Can you make it for any longer? 

Mr. Rersr. Not any longer, as a national bank. 

Mr. Brown. I think the RFC has helped small business, and 
especially the small banks. 

Mr. Spencn. I get a great many letters from people who say they 
are unable to get long-term loans from local banks, notwithstanding 
the fact that the banks may be sympathetic, but just won’t lend. 
They are not talking about 10-vear loans, but 4'- or 5-year loans. 

A man came in the other day and he said that his local bank would 
not make the accommodation he needed to make some improvement 
in his business to meet competition that was constantly growing. He 
could not get that accommodation locally, 

Mr. Keury. Certainly that happens in our business, where you 
have customers or prospective customers that want to borrow money 
under terms and conditions which we feel we cannot advance the 
money on. 

In most instances, what that actually represents is the requirements 
for a need for risk capital, which is not the business of the commercial 
bank, and we submit it is not the business of the Federal Government 
to supply risk capital except in times of emergency. 

If you examine this situation, as we have it in the banking business, 
I think you will find in a great many instances, loans are being rejected 
or refused by the banks because the requirement is for risk capital. 

Mr. Spence. You don’t favor, as a rule, that character of loan? 

Mr. Ketiy. No; we do not and we do net favor it for the Govern- 
ment, 

Mr. Spence. Then for whatever the reason, it is true that the local 
institutions, as a rule, cannot get long-term loans from the local bank, 
because that character of loan is not favored by the bank. Is that 
true? 

Mr. Keuty. I didn’t say it quite that way. I think we are in sub- 
stantial agreement. 

I said that there are a great many loans made by banks on long- 
term bases. Mr. Reese has stated that his bank does go up to 10 
years, and our bank does also. What I say is that there are a great 
many instances where all bankers are confronted with a requirement 
33443—53 
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for a long-term loan, and must prudently refuse it, because there is not 
sufficient risk capital in that business and what they are asking for is 
not a loan, but development of capital. 

Mr. Spence. The banks won't consider that type of loan and that 
man has two strikes on him before he goes in. 

Don’t you think that he should have an opportunity to present 
himself for a loan somewhere? 

Mr. Keuiy. I think he should have an opportunity. There are 
two methods of getting capital throughout the history of this country. 
One is by hard work and perseverance, and retention of earnings. It is 
difficult to raise capital that way today, because of the continued tax 
policy of the Government on small business. 

The second way of getting risk capital is to retain development of 
someone else’s savings, which is done every day of the week. 

Mr. Spence. Most of the people under those circumstnaces are 
today making more money after taxes than ever before. 

Mr. Rersr. Not the fellow who is beginning. He is not making 
that. Otherwise he would not need it. He is not making sufficient 
to take care of risk capital. Otherwise he would not need it. 

Mr. Spence. | think they have survived their taxation pretty well. 
There is no market to obtain that character of loan, if the Govern- 
ment doesn’t go into it, is there? 

Mr. Ketry. Certainly this market, the development banking 
market, should be able to meet it. You have a multitude of develop- 
ment opportunities being embraced by people every day in the week. 
People receiving money in business in the form of taking shares of 
stock in that business, taking a share through a partnership, and so on. 

They are not investing money in the form of loans. 

Mr. Spence. Don’t vou know that many businesses would have 
disappeared entirely if it were not for the assistance they got from the 
RFC. 1 know a lot of them that were saved, that were actually 
sinking. The RFC made them loans, got them back on their feet 
and they have made money since that time. 

Don’t you know that? 

Mr. Ketiy. As Mr. Reese has said, I happen to know of a few 
companies that have made use of it during a period of defense require- 
ments, and they are justified. 

Mr. Spence. Now, as I said, those businesses were put back on 
their feet through loans from the RFC that the companies could not 
get from the banks. 

The banks are probably not to be blamed for that. It was an 
accommodation that helped American business, and the result has 
been good. Would you say that the result of lending by the Govern- 
ment has been bad on American business and on all our economy? 

Mr. Ketiy. Well, I would say this: Certainly there has been some 
beneficial effects on it. There are for a great many operations that 
have been performed. But that does not necessarily justify the 
operation. I think there have been some ill effects of RFC operation 
as well. 

Mr. Speence. There are businesses who are customers of yours now 
that would not have been in existence at all if they had not been 
helped by the RFC. I think the overall effect of the lending has 
been good. You can make arguments about private enterprise and 
all those things. They are very sound arguments, in a sense. But 
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sometimes in times of emergency, people need some help and it 
seems to me if they cannot get it anywhere else, the Government is 
perfectly justified in giving it to them. 

The CHarrmMan. Any further questions of Mr. Reese or Mr. Kelly? 

Mr. Parman. I just want to know if the rest are finished. 

The Caarrman. Will you pardon me just a moment? 

I was going to ask following this testimony, that a letter from the 
Comptroller General be inserted in the record. Without objection 
that will be put in the record following the testimony. 

You will also recall that last week when we had Assistant Secretary 
Sheaffer of the Department of Commerce we asked for certain recom- 
mendations. 

We have a letter from Mr. Sinclair Weeks, the Secretary of Com- 
merce, answering the questions, and without objection that will be 
put in the record following the testimony. 

Now Mr. Patman. 

Mr. Parman. I believe what you objected to was your tax money 
being used for the benefit of the RFC. That was your objection to the 
RFC, was it not? that it was taking tax money from you? Do you 
think the RFC has cost the Government money? and cost you as a 
taxpaver money? 

Mr. Reese. I would imagine if you took all the costs involved, 
that there would be a lot of things revealed. Jn addition to that 
the RFC is only operating in a rising market, ard any losses over 
a long period of time, over Government lending, would be an entirely 
different picture than from the period when it started up to date. 

Mr. Parman. May I bring these facts to your attention: that the 
RFC has not only not caused you as a taxpayer any loss, or the United 
States Treasury any loss, but you, as a taxpayer, and the United 
States Treasury have benefited to the extent of at least a billion 
dollars by reason of the activities of the RFC—benetited to the extent 
of a billion dollars—a hundred million dollars. 

So instead of costing you money, it has actually saved you money. 
Would that change your viewpoint? 

Mr. Reese. You can’t take it for the RFC as a whole, because it 
has many more functions besides the lending of money, and the cost 
figures have never been worked out on the RFC for lending purposes— 
and you must also consider that it has not been operating in anything 
but good times since it started operating. 

Mr. Parman. When you take the billion and a half dollars that the 
RFC put into the securities of towns and cities, and political subdivi- 
sions for public improvement purposes, a billion and a half dollars, 
and they only have 25 millions of them left now, it would certainly 

seem not only have they not lost money, but have actually made 
money on that. 

This is an example of a good public service the banks would not 
erform. You would not perform it, and no other banker would. 
There is too much risk in it. But the RFC stepped in and did it, all 
over the country, for the water and sewer facilities and all that sort 
of thing which made for better health and sanitation. 

Now, the people could not have got that from the bankers, because 
the bankers would not let them have the money. 

Mr. Brown. Would the gentleman yield? 
Mr. Parman. Yes. 
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Mr. Brown. The RFC can't make the loans unless the local banks 
fail to meet the needs of business in their community. 

Mr. Parman. Has your bank ever participated with the RFC 
on loans? 

Mr. Reese. We have not. 

Mr. Parman. You mean, you have made it a policy that you have 
not? 

Mr. Reese. No, we have always felt that we were able to take care 
of legitimate needs. Therefore, we have never participated. 

Mr. Parman. A lot of banks have participated? 

Mr. Reese. Yes. 

Mr. Parman. The RFC has helped a lot of banks. In fact, the 
RFC was organized primarily to help the banks, the railroads, and 
the insurance companies; is that correct? 

Mr. Reese. During a period of emergency. 

Mr. Parman. That is right. 

It is a period of emergency now for the little businessman who can- 
not get any operating loans. It is a period of emergency for the little 
businessman just as much as it was for the banks and insurance 
companies and the railroads, back in 1932. 

One banker said, after that was done, that it was fine for the RFC 
to bail out the banks and the railroads and the insurance companies, 
but that when they saved the banks, they should have stopped right 
there, because the banks are going to say, stop right there. But you 
don’t agree with that, do you? 

Mr. Reese. No, sir. 

Mr. Parman. Anyway, I don’t have any personal feeling or dif- 
ference with you. Iam just asking the question, but I don’t see how 
the banks can raise that much fuss about special privilege when the 
banks themselves got this law through making it unlawful to have 
competition in the securing of interest on demand deposits that has 
saved them now a billion dollars a year, and you are denying yourself 
the opportunity to compete in the private-enterprise system I have 
alwavs heard about: that competition is the life of trade, and no one 
should run away from competition. 

And now the banks are running away from competition. They 
don’t want it. They want a law from Congress for themselves, and 
where you have such a law, I don’t see where you are justified in good 
grace to come before any congressional committee and speak against 
special legislation for any one group. 

Mr. Merriny. Will the gentleman vield? 

Mr. Parman. Yes. 

Mr. Merrity. | would like to ask this: When that law was passed 
that prohibited the interest rate on demand deposits, was that done 
primarily to save people taking dividends out of the bank, or was that, 
done primarily to keep the banking system solvent for the benefit: 
of the depositors in the bank? Was that not a handicap put on the 
banking fraternity or organization itself, for the benefit of the publie 
rather than for the benefit of the banking system? 

Mr. Parman. I see your point and it is a good one. There were 
some bankers who took too much, just like the little businessman, 
who would be an exception, in selling too low. 

But even if that was valid then, now it is not, because we have the 
FDIC. So that objection is no good. So the question is, are the 
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banks willing to have this same free and open competition that they 
want everybody else to have? If they do, why should they ask for 
repeal of that law? 

Mr. Keiiy. As Congressman Merrill says, that bill was not intro- 
duced for the benefit of the bankers. It was for the reason that 
Congressman Merrill put his finger on. You look at the reeord. If 
vou look at the record of the earnings of the private bankers for the 
decade preceding, you will not find there, substantially greater than 
in the decade succeeding the imposition of that regulation. It had 
no effect whatever on the earnings of banks. 

Mr. Parman. That is no realization to interest. I think you will 
concede that, because times were good before, and they were bad 
after. TI think that’ makes the difference. 

Mr. Tatie. I want to point out that the basie reason for ceasing 
to pay interest on demand deposits was to keep exeess bank reserves 
from accumulating in the large cities, especially New York, where 
the reserves were lent on call in the stock market, and then when 
needed in the country banks, they are not available, is that right? 

Mr. Reese. That is right. 

Mr. Parman. Mr. Chairman, I don’t consider that a valid reason, 
but I see your point. 

Mr. Berrs. What do vou say about Mr. Patman’s statement that 
the period of emergency for small business is with us today? What 
do you have to say about that? 

Mr. Reese. I think vou have to distinguish between the definition 
of this world emergency, and where it is involving the broad national 
industry, where it is an emergency for one particular person. That 
isn’t answering your question, but I think that was involved in the 
statement he made. There is always an emergency in someone's 
part, but not a broad national general emergency. 

In vour ease, I don’t think there is in any sense an emergeney period 
for small business or large business, with business levels as high as 
they are today. 

Mr. Berrs. So far as the requirement for the securing of money 
is concerned? 

Mr. Reese. That is right. I think money is available to competent 
small business today on a broad seale throughout the country. 

Mr. Berts. All right. 

The CuarrmMan. Have you any questions, Mr. Hiestand? 

Mr. Hrestanp. No. 

The Crarrman. Mr. Spence? 

Mr. Spence. It seems to me the law that was most beneficial to 
the bankers was the law that created the Reconstruction Finance 
Corporation. After the bank holiday, | wonder how many banks 
would not have opened their doors if it had not been for the loans made 
by the Reconstruction Finance Corporation. And of course, I never 
heard of any banker who objected to any one of those loans, or the 
purchase of preferred stock. 

Mr. Ketiy. We have not objected in our testimony to the use of 
the RFC in times of great emergency. 

Mr. Spence. It was very essential. The banking system was the 
very lifeblood of our Nation and we had to maintain it with stability. 
But at that time the greatest beneficiaries of the Reconstruction 
Finance Corporation were the banks. They were closed everywhere, 
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and many of them would not have ever been opened if the RFC had 
not made them loans on preferred stock, and some of that preferred 
stock is still outstanding. 

That was certainly of great interest to the general welfare of the 
people and the economy of our Nation. 

Mr. Ketiy. It certainly was. It was a period of great emergency 
and the RFC had performed a very important and very useful purpose 
—and incidentally, on the record, | doubt if the loans to the banks 
represented a great majority of their loans. 

Mr. Spence. I think they pretty well paid out. There is very 
few left, L think. 

Mr. Very few. 

Mr. Spence. A little preferred stock is still owned by the RFC, 
but the good it did to the economy of the Nation at that time I 
think will never be overestimated, and certainly nobody is ever going 
to complain about having a lifeline thrown to them. 

So it seems things change generally for various people. There 
might be some reason for objecting to the Government going into the 
banking business, but if the ultimate result is good for all people, 
there is certainly some justification for it, too; isn’t that right? 

Mr. Ketiy. We feel what might be beneficial and justified under 
some condition may not be beneficial and justified under some other 
condition, 

Our opinion with respect to the RFC is there is no need for it unless 
in a period of emergency—at least no need for the lending function. 

Mr. Spence. There are some very reputable business people, known 
to me, men who have been successful, who feel otherwise, I know, in 
my own district, people who in my opinion are worthy and in whom 
I have confidence, who say that they cannot get the accommodation 
they need from their own local bank because they cannot give them 
maturities that will meet their necessities. 

If that is true, don’t you think that there is some justification for 
the Government to establish an agency that will or can meet those 
needs? 

Mr. Ketry. We don’t think there are a great number of individuals. 
You might say that there are a number of individual emergencies all 
the time. 

The question is whether that has reached such volume to justify 
governmental action. We don’t believe so. 

Mr. Spence. Do you think that there is any emergency now in 
existence? 

Mr. Kewuiy. As far as business is concerned and credit, we do not, 
sir. 

Mr. Spence. Well, why is it, then, we get so many letters that are 
in favor of creating an agency? They don’t come from any fly-by- 
night people. They come from good people, people who have been in 
business a long time and feel that there should be some means of 
getting accommodation that will maintain them. Where do they 
come from? 

Mr. Keury. I think that it is obvious; that there are millions of 
small-business men in the country and if only a small proportion of 
them felt that they were not getting credit to which they think they 
are entitled, it would form an imposing block of persons. But per- 
centagewise it would be small. 
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Mr. Srence. I had a letter recently from a man who said they 
could not lend him the character of funds he needed, and he was 
heartily in favor of the continuation of the RFC because of the pesi- 
tion in which he found himself. Don’t vou find there are a great 
many instances of that kind? 

Mr. Ketiy. No, that would not be representative, I would think. 

Mr. Merritt. Mr. Chairman. 

Mr. Mr. Merrill. 

Mr. Merrinu. Let me ask you this: Isn't it a practice for the small 
bank, with limited capital, when this bank finds it is confronted with 
a credit need beyond its capacity, is it not a practice then for that 
smaller bank to go to some larger organization and ask for participa- 
tion in the loan? 

Mr. Keuiey. Yes. 

Mr. Merrivy. So if vou take the total eredit structure of America 
in private banking there is almost an unlimited amount of capital 
that is available for a loan that is qualified for servicing; is that 
night? 

Mr. Ketiy. That is right. 

Mr. Merritt. So the mere fact that you happened to live in a 
town of limited capitalization does not mean that your borrowing 
needs will be unsatisfied it they exceed those limits. 

The bank can bring in other organizations to participate? 

Mr. Ketiy. That ts right. A sizable proportion of the loans made 
in our bank is made on loans in which banks in smaller towns partici- 
pate with our own. 

Mr. Merriuu. Is the American Banking Association doing any- 
thing about educating smaller banks along those lines, bringing along 
larger organizations to participate, in order to fulfill credit necessities? 

Mr. Reese. One of the prime objectives of the small business credit 
commission was to inculcate that principle: to have the large city 
banks completely sympathetic to the taking of those overflow loans 
from smaller banks and to have the smaller banks familiar with it. 

And again, in the city of Philadelphia, where Mr. Kelly comes from, 
all the larger banks cultivate that. When you have a large loan, they 
say bring it to us. It is a matter of competition. We have several 
in our area where we work together. We can run up our lending limit 
several times by participating in loans on that basis. 

Mr. Merritt. When you take the question of the disappointed 
borrower and the sympathetic consideration of the borrower's needs, 
and consider the system where you have a credit bank in several 
towns operating in conjunction with other banks in larger places, 
where those people are seeking out to service the credit needs of the 
Nation, on the one hand, and on the other hand, a Government lending 
agency operating here in Washington, in which case do you think 
there will be more little fellows left out in the cold when they come in 
and ask for credit—when they are being serviced by a little bank, or 
when they are being serviced by a big impartial organization—strike 
that. Let’s assume it is not going to be impartial, operating from 
Washington through direct Government lending. 

Mr. Keuuy. I think, Congressman, my own opinion there is that 
there will be more disappointed borrowers as a result of the Govern- 
ment lending operation, for, I think a very sound reason. 
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The existence of Government lending operations may encourage 
a great many people who are not entitled, to go in and request it, 
You always are faced with the problem of the disappointed borrower, 
as | pointed out in talking to Congressman Spence. And you should 
have them, unless the Government wants to go in and perform a 
handout function. You are going to have disappointed borrowers, 
and you are going to have more with Government operation than 
with a private banking system. 

Mr. Reese. With 12,000 banks in almost as many towns, with 
total resources of $4 million or less, there will be no dearth of competi- 
tion. They can make loans much more quickly than any Govern- 
ment operating through an agency, at much less cost. They are 
available and set up and the spirit of competition will do the rest. 

Mr. Berrs. I suppose most of the businesses in Newark are small 
businesses? 

Mr. Reese. Yes. They have some large corporations but essentially 
it is small corporations. 

Mr. Berrs. You testified here asa lender. What would you say the 
other side of the picture is? Would small business in Newark say 
that vour statements here are correct, that they are being satisfied 
by the banks in Newark? 

In other words, they make up the Chamber of Commerce of Newark. 
Would that organization back you up here this morning? Are they 
satisfied with the way vou lend money? 

Mr. Reese. Ut would be very interesting to set up a poll of all the 
businessmen of a community such as Newark and see how many 
complaints there were, and see how many intelligent people understand 
that a bank is lending depositors’ money, and scan those complaints 
and see how many were really legitimate on a long-time basis. It 
would be a very interesting study. That is the reason that | mentioned 
that. 

Mr. Berrs. IT was interested in that phase of the problem, because 
I know Newark represents the typical small-town business city in the 
country and it seems to me it would be helpful for this committee to 
know just what the borrower’s position is there, when you are talking 
about, or speaking about, small business. 

Mr. Reese. Of over $18 million in resources, we have 8% millions 
of loans outstanding. We have grown from the smallest bank to 
the largest, and I think that we see the spirit of competition there, and 
I want to tell you, every businessman that comes in gets the greatest 
consideration, and it is a finel example of the profit motive and all the 
things that enter into free enterprise. 

Mr. Berrs. You think they are satisfied? 

Mr. Reese. Let me give you one illustration, a simple one. I 
remember a fellow who worked in a factory and developed a really 
fine product, but who had no money. He came in to us and wanted 
to borrow some money, and we loaned him money on different bases, 
on his accounts receivables, and every way, to encourage him, but he 
was making slow progress. 

So I said to him, “‘What you need is more capital in that business, 
and someone else who understands the other phases of the business.”’ 
This man was reluctant to do that. He just asked that we continue 
to loan him money. 

Now, be has never made any money because he lacks those qualifica- 
tions that make a successful businessman. He always felt that the 
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other fellow’s capital would steal his business away from him in some 
fashion. 

We tried in every way to make him see that borrowed money would 
not serve his needs. It could not serve his purpose. He needs some- 
thing other than credit in his business. 

And conversely, there have been other cases where a man who has 
needed aid, counsel, and advice has come in and we have extended that 
to him, plus money, credit, and he has become a very, very successful 
businessman. I could give vou dozens of illustrations of that kind, 
because we are intensely interested in that sort of thing. It is our 
life. We belong to the community. And it is the same with banks 
throughout the country. They have every reason to take care of 
the small-business man. 

Mr. Mr. Chairman. 

Mr. Yes. 

Mr. Merrity, Just to take up a typical situation, in your town of 
Newark, if a small-business man gets to the position where he is a 
worthwhile credit risk, ordinarily will he have available to him more 
than one bank asking for his loan? 

Mr. Reeser. He certainly will have. There is real competition 
and the minute we don't treat that man in line with what he thinks 
is fair, he goes some place else and tests it. 

There is no monopoly of money lending in this country. 

Mr. Merrite. Isn’t there a common practice, or maybe I just 
happen to live in a town where banking practice works that way—but 
isn’t it a fact that banks fight each cther for loans just as hard as 
automobile dealers used to fight over sales? 

Mr. Reese. The toughest of competition. 

Mr. Keuriy. Last year we spent $150,000 just to advertise that we 
had money to loan. We don’t do that just to waste that money. It 
is the most competitive aspect of the banking business, and the small- 
business man is the man we have to go after, because he ts the man 
who is supporting our banks today, not only the small banks, but the 
big banks. 

The big New York banks that Congressman Patman was speaking 
of, most of those banks have spent hundreds of thousands of dollars 
on their branch bank system and that is directed toward the small- 
business man. 

Mr. Merrity. Is my experience an inaccurate representation? 
Isn't it true that one of the chief functions of the president of a small 
bank is to go out looking, searching for new loans, and isn’t it true, 
when a bank gets large enough, they actually hire men whose business 
it is to spend their time looking for new possible sources for the lending 
of money? 

Is my hometown an exception to the general rule, or is that what is 
happening today in the banking sy stem? 

Mr. Reese. The No. 1 job of a bank president is to be aggressive 
and get business, and he can best do thaf in the realm of sm: all business 
by developing small business so that they can pay bank loans and 
prosper. 

Mr. Tauie. The hour is nearly 12. The House meets at noon. 
Thank vou, Mr. Reese and Mr. Kelly. We are glad to have had you 

here. his committee now adjourns until 10 o’clock tomorrow morn- 
ing, when we shall reconvene in executive session. 
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(Whereupon, at 11:58 a. m., the committee adjourned, to meet in 
executive session on H. R. 4090 and H. R. 5141 at 10 a. m. Tuesday, 
May 19, 1953.) 

(The following communications were referred to by Chairman 
Wolcott at p. 83:) 

COMPTROLLER GENERAL OF THE UNITED States, 
Washington 25, May 14, 1958. 
Hon. Jesse P. Woucort, 
Chairman, Committee on Banking and Currency, 
House of Representatives. 

My Dear Mr. CHarrMan: This is in reference to the bill, H. R. 5141, 83d 
Congress, providing for the creation of a permanent independent agency to be 
known as the Small Business Administration. 

The general purpose and functions of the new agency would be similar to those 
of the Small Defense Plants Administration which was created by Congress under 
the provisions of section 714 of the Defense Production Act of 1950, as amended 
by section 110 (a) of the Defense Production Act Amendments of 1951, approved 
July 31, 1951. 

The Small Defense Plants Administration was established to provide small 
business with assistance and the opportunity to participate in the national 
defense effort. This would be the objective of the Small Business Administration 
but the new agency would also extend its activities to aid small business in con- 
nection with the Government’s peacetime procurement as a permanent agency. 

The more important powers vested in the Small Defense Plants Administration 
and which the Small Business Administration would also have are the authority 
to enter into contracts with Government agencies and to sublet such contract. 
work to small-business concerns; to certify to Government procurement officers 
with respect to the competency, and to capacity and credit, of any small-business 
concern; and to furnish informational services, technical aid, and other managerial 
services to small business concerns. One major difference, however, is that the 
new agency would be authorized by the provisions of section 5 (a) of the bill to 
make loans and advances directly to small-business concerns from its funds instead 
of being limited to recommending loans and advance to small-business concerns 
by the Reconstruction Finance Corporation. 

If it is determined, as a matter of congressional policy, that the problems of 
small-business concerns should continue to be handled by a separate Government 
agency, se are two sections of the bill which I strongly feel should be eliminated 
or revised, 

First, the accounting and auditing requirements contained in section 3 (b) (5) 
of the bill are unnece sary because they are adequately provided for by existing 
law. The section specifies with respect to the lending and financing operations, 
and contracting and subcontracting activities of the agency, that the Adminis- 
trator shall maintain an integral set of accounts to be audited by the General 
Accounting Office in accordance with the principles and procedures applicable to 
commercial transactions as provided in the Government Gupcvaaian Control Act. 
Also, the section provides that the determinations of the Administrator with 
respect to financial transactions shall be final and conclusive upon all officers of 
the Government. 

The Budget and Accounting Procedures Act of 1950 places in the head of each 
executive agency the responsibility of establishing and maintaining a proper 
system of accounting and internal control for his agency. The accounting system 
developed by agencies must conform to broad principles and standards prescribed 
by the Comptroller General but the details of the system are left to the agency 
to provide full disclosure of the results of its activities and adequate financial 
information needed for management purposes. Also, the Budget and Accounting 
Procedures Act provides specific statutory authority for the General Accountin 
Office to make the type of audit most suited to the activities of the agency involv 
and in accordance with generally accepted principles of auditing. In short, this 
enables the Comptroller General to prescribe the type of audit that would be most 

racticable and useful for the business-tvpe activities of the proposed Small 
3usiness Administration. As a matter of fact, the accounting system for the 
Small Defense Plants Administration and the audit of its financial transactions 
by the General Accounting Office were established under existing law and should 
continue along the same basis for the new agency. Accordingly, no special 
accounting or auditing provisions are needed in the bill. 

The proposal that the Administrator’s decisions on financial transactions be 
final and conclusive on all officers of the Government would confer a power not 
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vested in the Administrator of the existing Small Defense Plants Administration 
I know of no reason why this extraordinary authority should be granted to the 
Administrator of the new agency. Its real effect would be to preelude the General 
Accounting Office as the agent of Congress from taking action on behalf of the 
Government with respect to any illegal or improper transactions found in the 
audit. Accordingly, I strongly recommend that section 3 (b) (5) be deleted 
from the bill. 

_ The bill is designed to preserve and strengthen the position of small business 
in the United States by requiring Government agencies to place a fair and sub- 
stantial portion of Government contracts with small-business concerns. In order 
to accomplish this purpose, section 12 of the bill specifies the manner in which 
contracts shall be awarded to small business, as follows: 

“To effectuate the purposes of this act, small-business concerns within the 
meaning of this act shall receive any award or contract or any part thereof as to 
which it is determined by the Administration and the contracting procurement 
agencies (a) to be in the interest of mobilizing the Nation’s full productive capacity, 
(b) to be in the interest of war or national defense programs, or (¢) to be in the 
interest of a well-balanced national economy, to make such award or let such 
contract to a small-business concern.” 

Items (a) and (b) of the above-quoted section are identical to the provisions of 
section 714 (f) (2) of the Defense Production Act of 1950, as amended. It is 
pursuant to this specific authority, coupled with the basic contract negotiating 
powers of the Armed Services Procurement Act of 1947 and of the Federal Property 
and Administrative Services Act of 1949, that it is possible for the Small Defense 
Plants Administration to have Government procurement awarded to small 
business at prices in excess of those otherwise obtainable when such action is 
determined to be in the interest of mobilizing the Nation’s full capacity or in the 
interest of the national defense program. However, item (c) of the section 
introduces an entirely new factor under which the Administration and the con- 
tracting agencies would be in a position to award Government contracts to small- 
business concerns by a finding that such action would ‘tbe in the interest of well- 
balanced national economy.” 

In the absence of specific language setting forth the manner and conditions 
under whrh contracts should be awarded to small business ‘in the interest of a 
well-balanced national economy,” there could be many reasons, including some 
debatable ones— involving economic and other policies not considered or approved 
by the Congress—which might serve as the basis for making determinations that 
Government business should be assigned to small business concerns in complete 
disregard of the procurement statutes requiring generally that contracts for 
supplies and services be awarded to the lowest responsible bidder aiter advertising. 
Obviously, the provision is too broad and is tantamount to a general authorization 
of price advantages in favor of small business which, of course, would be not only 
discriminatory but financially detrimental to the United States. Accordingly, I 
strongly recommend that item (¢) should be deleted from section 12 of the bill. 

Finally, it is noted that section 5 (a) of the bill would empower the Adminis- 
trator to make loans, advances, and to supply working capital to small firms for 
the purpose of insuring a well-balanced national economy as well as for war and 
defense purposes. ‘This broad authority probably would be subject to the same 
general objections, especially as a permanent peacetime program. ‘The same is 
true with respect. to the aid that other provisions of the bill provide primarily for 
small-business concerns for the purposes deemed essential to a well-balanced 
national economy. 

Sincerely yours, 
WARREN, 
Comptroller General of the United States. 


THE SECRETARY OF COMMERCE, 
Washington 25, D. C., May 15, 1952 


Hon. Jesse P. Wotcorr, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. CrHairman: Assistant Secretary Craig R. Sheaffer of the Depart- 
ment of Commerce, in testifving before vour committee on Mav 14, 1953, on 
H. R. 4090 and H. R. 5141, bills to establish a Small Business Administration, 
stated that recommendations of the Department would be submitted to vou 
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forthwith on the proposed authority of the Administrator to render financial 
assistance to small businesses directly rather than through the Reconstruction 
Finance Corporation. 

In general, we recommend that the Administration be subjected to certain 
statutory standards in providing assistance to small business. These standards 
would provide safeguards to assure that lending activities would be fully in aceord 
with the statement of principles laid down in section 2 (a). They would provide 
a broad framework within which policies would be established by the Small 
Business Loan Poliey Board and would inelude a reduction in the funds authorized 
to be used in granting financial assistance and in contracting with procurement 
agencies of the Government, a $100,000 ceiling on the amount of financial assist- 
ance which may be outstanding at any one time to a single small business, and 
establishment of the order of precedence between participation and direct loans. 

We have attached the recommendations that we make to accomplish these 
purposes, together with language to clarify the bill. Our remarks will be addressed 
to H. R. 5141 rather than to the earlier bill. 

We are advised by the Bureau of the Budget that no objection would be taken 
to the transmission of this report to your committee. If we can be of further 
assistance in this matter, please call on us. 

Sincerely yours, 
WEEks, Secretary of Commerce. 


Mopirications to H, R. 5141 RecoMMENDED BY THE DEPARTMENT OF COMMERCE 


The limits on amounts authorized to be appropriated for use by the Adminis- 
tration (see, 2 (b)) in granting financial assistance and in undertaking procurement 
contracts are in excess of the amounts which we consider necessary at this time. 
We recommend that the overall limits on funds for these purposes (lines 13 and 
15, p. 3) be reduced from $500 million to $150 million; that the limit on funds 
outstanding for purposes enumerated in section 5 (a) shall be reduced from 
$400 million to $100 million (line 21, p. 3); and that the limit on funds outstanding 
for purposes enumerated in section 5 (b) and (¢) be reduced from $100 million to 
$50 million (line 23, p. 3). 

To clarify the language of the bill by distinguishing clearly between a purchase 
of participations and a participation on a deferred basis, the following change 
is recommended: 

At page 9, line 23, between the word ‘participate’? and the comma, insert the 
phrase ‘‘on a deferred basis.” 

This distinetion should be made clear because our next recommendation would 
provide for an order of precedence to be followed in granting assistance. This 
would be aceomplis’: | by adding to seetion 5 (a) (i) (line 8, p. 10) after the 
word “repayment;” the language: ‘‘no participation may be purchased unless it 
is shown that a deferred participation is not available; and no loan may be made 
unless it is shown that a participation is not available;”’ 

Following subparagraph 5 (a) (i) as modified above, two subparagraphs should 
be inserted: 

“(i) no loan or advance shall be granted under this Act if the total amount 
outstanding and committed by participation to the borrower from the revolving 
fund established by this Act would exceed $100,000, and no loan, including 
renewals or extensions thereof, may be made for a period or periods exceeding 
ten years; except that any loan made for the purpose of constructing industrial 
facilities may have a maturity of ten years plus such additional period as is 
estimated may be required to complete such construction; 

“(iii) in agreements to participate in loans on a deferred basis, such participa- 
tions by the Administration shall not be in excess of 90 per centum of the balance 
of the loan outstanding at the time of disbursement.” 

Iinmediately following section 5 (line 11, p. 11), there should be inserted the 
following new section 6 with an appropriate renumbering of subsequent sections: 

“Src. 6. The Reconstruction Finance Corporation shall transmit requests for 
loans from smal! businesses received by it after the date of enactment of this Act 
to the Administration for its consideration and possible action.”’ 

This section is consistent with the purpose cf establishing a single Federal 
agency to which small businesses will turn for assistance. 


(The following communications were submitted to the committee:) 
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CONGRESS OF THE UNITED STATEs, 
House or REPRESENTATIVES, 
Washington, D. C., May 26, 1953. 
Mr. J. HaLLaHan, 
Clerk, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 
Dear Brit: I would be most appreciative if you would have the attached 
material incorporated in the hearings on H. R. 5141. 
Sincerely, 
(Signed) Hale, 
(Typed) Hate Bocas, Member of Congress. 


AMERICAN ASSOCIATION OF SMALL BUSINESS, 
New Orleans, La., May 20, 19538. 
Hon. Jesse P. Worcorr, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington 25, D. C. 


Dear ConGressMan Wotcorr: Airmailed you, under separate cover marked 
copy of the Small Business Review designating article “‘A Small Business Adminis- 
tration for America’s Largest Business—Small Business.’’ 

Big industrialists are taking over small businesses. Seven hundred and fifty 
thousand went out of business or were taken over by others in 1952. Taxation 
and monopoly are destroying energy, initiative, and progress. Cannot urge too 
strongly the adoption of legislation establishing an independent Small Business 
Administration to take over all small-business functions formerly housed in the 
Reconstruction Finance Corporation, the Department of Commerce, and other 
agencies of the Government. The drift to house the Small Defense Plant Adminis- 
tration in the Department of Commerce will be ruinous. The proposal to limit 
the lending facilities to $100,000 to any one individual small business is entirely 
too small, as no limitation is needed. 

“Small business” is the largest segment of our economy, vet no special treatment 
is afforded the independent businessman without whom there would be no big 
business, since the smaller businesses are the best salesmen of big business, and 
big business is the best customer of small business. We need each other, but the 
leaders in industry are monopolizing the various segments of industry and siphon- 
ing off to their subsidies much of the business that small, independent businesses 
could and should enjoy. 

It is well to remember that there are 4 million small businesses employing on the 
average of 10 people, making a grand total of over 40 million citizens, to which is 
to be added the thousands of people at home dependent upon small business for a 
living. 

I regret that previous commitments prevent my attending the hearings, but I 
shall depend upon you to make known the contents of this letter to the members 
of your committee. Reply expressing your views will be appreciated by many. 

Very sincerely, 
J. D. HENpERSON. 


{{From the Small Business Review] 


A SMALL BusINess ADMINISTRATION FOR AMERICA’S LARGEST BUSINESS—SMALL 
BusINEss 


At least 98 percent of America’s business enterprises may be considered small. 
Thus, America’s largest business is small business and should have an independent 
administration or department of Federal Government. 

The economie well-being of America’s small business can well determine the 
economic health of the Nation as a whole. But with the prospect of reduced 
defense spending and the termination of materials control, what safeguards are 
we establishing to insure the economie stability of small business? 

The Small Defense Plants Administration recently issued its sixth quarterly 
report in which it summed up some of the achievements of that ageney during 
the first 18 months of its existence. The report pointed out that it had earmarked 
$455,528,089 in proposed Government purchases exclusively for small business 
through the joint determination program. That it had issued 71 certificates of 
competency to smal! firms. These certificates cover $50,357,558 worth of procure- 
ment. By enabling low bidders to receive contracts and thereby preventing 
awards to higher bidders, SDPA has saved the Government $4 million, which is 
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more than the total cost of the ageney since its beginning. A minimum of 656 
subcontracts valued at $16,290,900 have been awarded to small plants as a result 
of SDPA activity. In addition, SDPA has taken two prime contracts from the 
military valued at $1,193,160 and subcontracted the work to small plants. It 
has filled the gap in the system of financial assistance to small business. It has 
aided several hundred small firms in making successful use of the private lending 
system to meet their credit needs. When all else fails, SDPA recommends loans 
to the Reconstruction Finance Corporation, which made 356 loans to small firms 
on SDPA’s recommendation. These totaled $44,798,327—an average of $126,008 
per loan—and 83 percent of the loans have gone to companies employing fewer 
than 100 persons. It has established specifie small business shares in 42 official 
expansion goals. It was largely due to SDPA’s activity in the field that some 
$260 million worth of investment for expansion by small business was certified for 
tax benefits in the last 6 months. 

We congratulate SDPA on its achievements, but we are concerned as to what 
future assistance small business can look forward to. The Small Defense Plants 
Administration is scheduled to die June 30, 1953; however, there are several bills 
up for consideration by Congress to continue such aid to small businesses. 

Two of these bills are worthy of the attention of our national legislators. One, 
introduced by Senator Edward J. Thye (Republican), of Minnesota, chairman, 
Select Committee on Small Business of the United States Senate, known as 8. 
1523, provides for the setting up of a Small Business Administration with a revolv- 
ing fund in the United States Treasury of $150 million to be administrated for the 
economic well-being and the security of all small businesses. On the other hand, 
Senator Homer E. Capehart (Republican), of Indiana, has introduced a bill S. 
1061, which provides for a 2-year extension of the Small Defense Plants Admin- 
istration, 

We believe that the SDPA or its successor should be an independent agency 
and should be empowered on its own to earmark appropriate procurements for 
award exclusively to small business, until the small-business share of defense 
contracts rises to 35 percent, the figure generally regarded as a fai: share for small 
business. It should be given (a) authority to make direct loans, (b) authority 
to direct RFC or a successor agency to make loans, (c) authority to insure or 
guarantee so-called V-loans or other loans made by private banks, (d) authority 
to guarantee loans made by RFC or other Government agencies, or (e) a combina- 
tion of the above. It should be given the authority to guarantee the performance 
of contracts awarded to small plants on the basis of certificates of competency, 
unless equivalent protection of such contracts is provided through one of the loan 
methods described above. 

The American Association of Small Business shall continue its fight to assure 
America’s largest business—small business—its share of America’s prosperity. 


Xx 
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